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A Banker’s Diary 


Mid-September—Mid-October 


CONDITIONS remained very easy during the month under 


review. There was practically no pressure for funds on 
September 30, in spite of the fact that the 
The Money market was paying heavily for December 
Market’ Treasury bills, and had practically no 
maturities. This is in contrast to the 
experience of six months before, when there was fair 
pressure for funds only eased by special buying of bills 
during the last fortnight of March. Discount rates have 
also remained low. The average tender rate for Treasury 
bills maturing at the end of December fell to just under 
} per cent., and the tender rate for early January 
maturities was little better than 43 per cent. Three 
months’ bank bills maturing in January are also quoted 
at \3—,9, per cent., in spite of the fact that all Janu: ury 
maturities will have to be carried over the end of the year. 
This ease has continued in spite of the fact that since 
the end of September the total issue of Treasury bills by 
ee has been rapidly increasing, the expansion being 
24 millions during the first fortnight of October alone. 
oe consequence of this excess of Treasury bill payments 
over maturities was to bring bankers’ deposits on 
October 13 down to below £100 millions, whereas with 
the exception of the return of September 29 they had 
stood at over £100 millions ever since the Government 
dividend payment at the beginning of September. 
Nevertheless, money was just as easy in the middle of 
October as during earlier weeks. 


A FRESH landslide in the Paris exchange occurred at the end 
of September when sterling rose from Frs. 1445 to Frs. 150}. 

The main cause of these fresh depreciations 
The Frane’s was the continued lack of confidence, coupled 
Fluctuations with either the reluctance or the inability 

of the French authorities to give unlimited 
support to the franc. lorward francs equally went to 
very wide discounts, accentuated by the suspension of 
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forward dealings in Paris which removed the main source 
of demand for forward francs. Following this landslide 
the spot rate was once more pegged, this time at Frs. 150} 
and in the meantime a Cabinet Council, held on October 2, 
established a new compromise before the ultimate social 
reform aims of the Popular Front, and the need for putting 
the country’s finances in order. This compromise created 
a good impression, and left the market with the impression 
that no fresh fall in the franc was likely for the next 
few weeks. The result was a general covering of open 
franc positions to an extent which brought about a 
definite strengthening of the market. Meanwhile rumours 
of wars and other troubles, and the further weakening 
of the London and New York stock exchanges, not only 
checked the outflow of funds from France, but caused it 
to be reversed. This sudden new repatriation movement, 
coupled with the news that the French railways had 
obtained a loan in Switzerland, gave rise to a new 
demand for francs, which was accentuated by entirely 
unfounded rumours of difficulties in London. This 
brought the forward rates back to discounts of only 
Frs. r for one month and Frs. 3 for three months, or a 
mere 8 per cent. perannum. The spot rate also dropped 
to Frs. 146.5, while the French Control was able to 
augment the sadly depleted resources of gold and devisen 
by about £40 millions. Later, however, there was a 
complete change of sentiment, and on October 26 the 
spot rate rose to Frs. 148, and the rate for three months 
forward francs stood at Frs. 5. 


IN spite of numerous cross-currents dollars remained 
very steady at about $4-95 to the pound during most 
of the period under review. They were so 

The Foreign steady, in fact, that the opinion was 
Exchanges hazarded in the London market that the 

rate was being held at that level by the 

American and British authorities in order to make things 
easier for the French authorities. Among the forces 
acting on the dollar were at the end of September a 
certain amount of Belgian sales of dollars against gold 
from Brussels. Later came Dutch offerings as a result 
of Wall Street weakness, and some of these were offered 
against Dutch purchases of gold. French interests were 
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operating both ways in dollars, partly directly and partly 
through Switzerland. At one time during late September 
they were buyers, but a week later they turned sellers, 
as many holders of dollars then preferred to switch into 
gold. Then in mid-October came the French repatriation 
movement, which reacted on the dollar as well as upon 
sterling. Belgas were inclined to be weak at the end of 
September, owing to nervousness regarding the effect on 
Belgium of the depreciation of the franc. Forward 
belgas moved out to wider discounts, and there were 
some shipments of gold from Brussels to London and 
New York. Later National Bank inquiries and the 
resignation of the van Zeeland Government caused 
great uncertainty, which outweighed the influence of the 
franc depreciation. Swiss francs have been influenced by 
French dealings through Switzerland, covered by exports 
of French currency over the frontier. Early in October 
the Swiss authorities reduced their buying rate for dollars, 
but the reduction proved to be excessive, and a day or 
two later the rate moved the other way. Later, when 
the French repatriation movement took place, Swiss 
francs came on offer, mainly against sterling. Dutch 
guilders and belgas were equally offered in London. 
Taking the market as a whole there have been few notice- 
able movements in rates, but behind this apparent 
steadiness there have been many different forces at work. 


THE fresh fall in the franc from the end of September 
led to a renewal of gold hoarding in London. During 
practically all September the London 

a ee in market price of gold had been almost at 
pre par with the American shipping price, with 
dealings varying between {300,000 and 

£400,000 a day. At the end of the month, however, the 
volume of business suddenly increased, and on October 1, 
and again on October 5, over {1 million of gold was dealt 
in at the fixing. Simultaneously the London price rose 
to a premium of between 2}d. and 3d. per ounce over 
the American shipping price. These changes in the 
market were regarded as evidence of a new hoarding 
demand for gold. One point of interest is that the 
premium in the London market persisted during and 
after the rally in the franc at the end of the first week 
of October. It looks as if, while people are reluctant to 
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hold foreign currency or securities in time of international 
uncertainty, they are still willing to buy and hold gold 
wherever it may be. 


THE September trade returns show an increase in both 
imports and British exports. Imports at £87-8 millions, 
were {1-1 millions higher than in August, 
y, somonal and £15-9 millions above those of a year 
Trade. ago. British exports stood at £44-3 mil- 
lions, showing an increase of {1-8 millions 
over the previous month, and an increase of £7-3 millions 
compared with September, 1936. Re-exports decreased 
from £6-7 millions in August to {5-2 millions in Sep- 
tember, but were {1-3 millions above the level of 
September, 1936 :— 
Sept., 1936 Aug., 1937 Sept., 1937 


£ mill. £ mill. £ mill. 
Imports... _ ee 71°9 86-7 87-8 
Exports... e a 37°0 42°5 44°3 
Re-exports oi ‘a 3°9 6-7 5°2 
Total exports i ii 40°9 49°2 49°5 


Imports for the first nine months of 1937 amounted to 
{741-9 millions, against a parallel figure of {608-0 
millions last year. British exports stood at {385-7 
millions against {320-1 millions a year ago, and re-export 
were valued at £59°4 millions, compared with {45-7 
millions in 1936. The adverse trade balance, therefore, 
amounted to {296-8 millions, against {242-2 millions a 

year ago. 
THE average returns of the eleven English clearing banks 
for September show an increase in cash holdings from 
September £234°2 millions in August to £237-6 millions 
Clearing in September. This increase reflects the 
Bank September expansion in bankers’ deposits, 
Averages que initially to the heavy Government 
disbursements at the beginning of the month. Deposits 
at the clearing banks were also higher, amounting to 
{2,286-8 millions in September compared with {2,283 
millions in August, but, nevertheless, the ratio of 
cash to deposits has risen from 10-3 to 10°4 per cent. 
Discounts at £280-6 millions were £3-4 millions above 
those of the previous month, while call and short loans re- 
mained practically unchanged at {161-9 millions. These 
results contrast with the much larger increase between 
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August and September, in tender issues of Treasury bills. 
Advances rose from £968-5 millions in August to £973-7 
millions in September, the latter figure being nearly 
equal to that of July. Investments declined from £645-7 
millions to £640-9 millions. 
THE announcement on Friday, October 15, of a proposed 
increase in the Midland Bank issued capital was some- 
thing of a surprise. Actually there is 
—— nothing unusual in it, but changes in the 
Capital capital of the big banks are rare occur- 
rences. In the case of the Midland Bank 
the last change was in 1910. The issue is of new {1 
shares at the price of {2 per share to be offered to existing 
shareholders in the proportion of one new share for each 
£20 of paid-up capital held. The terms are generous, 
for the market price of the shares stood at the time of 
the announcement at 86s. gd. Moreoever, the new 
shares will rank for dividend as from July 1 last. The 
motive for the issue can be found in the enormous growth 
in deposit liabilities. At the time of the last change the 
Bank’s issued capital and reserves amounted to 
£26,865,000, representing 7°55 per cent. of the deposits 
at £355,600,000. Since then deposits have risen to over 
£488,400,000 of which capital and reserves of {25,748,000 
represent only 5-25 per cent. Even after the new issue, 
which will add about £712,400 to the capital and a similar 
amount to reserve, this proportion will still be less than 
6 per cent., but the position is no different from that of 
the other big banks. Only Lloyds Bank has a proportion 
of over 6 per cent. 






The Position of Sterling 


HE progress, and the autumn, and recent events 
both in London and abroad make it opportune 
to consider once more the position of sterling. 
Superficially the pound has remained stable against 
both the dollar and most of the former gold d/oc currencies, 
such as the guilder, the belga and the Swiss franc. 
French francs fell heavily during September, but rallied 
sharply in early October, and no one can safely say 
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what the next move will be. These are the actual 
movements, or in most cases lack of movement. The 
important point to consider is the forces which lie behind 
them. 

The course of sterling depends, broadly speaking, upon 
two independent forces. First, there is the supply of and 
the demand for sterling on current income accounts. 
Next there are the movements of capital, both long-term 
and short-term into or out of the country. In the long 
run and under normal conditions, the current income 
forces are the more important, but during recent years, 
normal trade influences have been consistently swamped 
by forces arising out of the migration of capital. 

Considering first the current income account forces, 
it is now clear that the adverse visible trade balance 
for 1937 will be much greater than those of previous 
years. Already the import surplus for the first nine 
months of 1937 is £297 millions, against {242 millions 
for the same part of 1936. By the end of the year 
it may well amount to £420 millions, or in round figures 
to £70 millions more than in 1936. On the other hand, 
our invisible exports are also growing. Freights are 
more than 50 per cent. higher than in 1936, and this with 
the revival in international trade may well add {40 
or £50 millions to our net shipping income. The revival 
overseas must also have added to the interest and 
dividends on our overseas investments, perhaps to the 
amount of {20 or £25 millions. 

Therefore, all said and done, we ought to be no 
worse off on current income account this year than we 
were in 1936. In that year we had a final deficit, 
according to the Board of Trade estimates, of {19 
millions. It ought not to be greater this year, and quite 
possibly it may turn out to be less. In any case, this 
side of our economic activity ought not to entail any 
fresh pressure upon sterling, and we can view that year’s 
increase in our adverse visible trade balance with a 
fair degree of equanimity. 

Capital movements are quite a different story. They 
are large, they are incalculable in their direction, and 
they are governed almost entirely by motives of fear. 
Until a month ago the main fears were directed on 
France and the franc. There was a steady outflow of 
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capital from France, which sent sterling up from Frs. 105 
to Frs. 150, depleted the French Exchange Fund and 
necessitated the enlargement of the British Exchange 
Fund. Then came the September and early October 
break in the London and New York stock markets. 
This gave rise to a new set of fears, finally expressed 
in rumours of the most extravagant and ridiculous kind 
regarding the position of at least one well-known London 
house of unquestionable stability. The upshot was for 
a time, the new fears outweighed the old fear of the 
francs, so much so that there was a sudden rush of French 
capital back to France. This was of great assistance 
to the French authorities, for it brought the exchange 
down to Frs. 147 and enabled the French Exchange 
Fund to replenish its sadly depleted resources. But 
it did not mean that affairs in France had taken a turn 
for the better, All it indicated was the growth of a 
new set of fears. In fact so soon as the London market 
rallied, francs once more came on offer. 

We come now to the lessons of these movements. 
First and foremost, it is difficult to think of permanent 
and de jure stabilisation so long as these fears persist 
and continue to cause huge movements of capital. It is 
true that stabilisation would help to relieve these fears, 
but some general return of confidence must precede 
stabilisation, or else stabilisation would be in danger of 
breaking down, just as last year’s revaluation of the franc 
only held good for about six months. Equally is it 
necessary to keep the different Exchange Funds in 
being. These sudden large international movements of 
capital can only be covered across the exchanges by 
equivalent movements of gold. No country could hope 
to keep on an even keel in its internal economic affairs, 
if this gold were added to or subtracted from the internal 
credit base without warning, and as a result of forces 
possessing no rhyme or reason. Therefore each country 
must hold, if it can, sufficient gold in its Exchange Fund 
to cover any likely movement of capital out of the 
country. For France, this is admittedly a counsel of 
perfection. For ourselves, the United States and Holland 
it is a strong argument for the continuance of an adequate 
Exchange Fund. We must realise that a large part of 
our apparently abundant gold reserve is in reality 








THE POSITION OF STERLING g1 


earmarked against the foreign capital present temporarily 
in London. 

Next there is a need for greater knowledge, and this 
applies to the stock markets as well as to the banking 
system. In the United States, estimates are compiled 
and published of the amount of foreign capital lodged 
with American banks or invested in American securities. 
Thus between January 2, 1935, and March 31, 1937, 
$2,930 millions of foreign money came into the United 
States in this way, including $927 millions from England, 
$309 millions from France, $363 millions from Switzerland 
and $267 millions from Holland. Now the events of 
recent weeks have shown how susceptible one market 
is to the vicissitudes of another. Losses in Wall Street, 
whether on American or foreign accounts, lead quickly 
to the realisation of British securities, sound as well as 
unsound, and so to a reaction in prices on the London 
Stock Exchange and to losses in London. Much of the 
recent selling in London emanated from the United 
States and the Continent, and if fears persist we do not 
know how much more there is to come. That shows the 
need there is for greater knowledge. 

What is wanted is some estimate of the amount of 
British securities in foreign hands and of British capital 
invested in foreign securities. It is not easy to make 
such an estimate, or to keep it up to date, and it is a 
task which we have never systematically attempted 
before. Yet without it, the British authorities are 
working in the dark. They control foreign capital issues 
in the London market, yet do not know how much British 
capital is flowing into foreign securities or how much 
foreign capital is invested in British securities. It is 
not suggested that this investment of capital in foreign 
centres should be checked, for the free flow of capital 
for purposes of genuine investment is necessary to 
the prosperity of the world at large, including ourselves. 
Yet in these days of refugee capital and “‘ hot money ” 
we ought to try and find out where we stand, so as to 
judge the vulnerability both of British security prices 
and in the last resort of sterling itself. 

The real lesson of the past few months is that adequate 
gold reserves by themselves are hardly an adequate 
protection against the shocks caused by the sudden 
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migration of capital moving under the influence of fear. 
Gold reserves will protect sterling and the exchanges, 
but they will not protect the stock markets, and a major 
market reaction in time begins to affect general business. 
The remedy here is greater knowledge, not control. We 
must realise that stock markets here and abroad are 
interlocked through international dealings in securities, 
and that we need to know the extent and direction of 
that interlocking. We repeat that this knowledge is 
not easy to obtain with any degree of accuracy, but 
even a rough estimate would enable us to tell whether 
or not a buyi ing or selling movement in London or an 
influx or outflow of capital was a serious movement 
reflecting a change in our internal conditions, or only a 
fresh outburst of fear abroad. We could then assess 
that movement at its true value, tell the general public 
what it meant, and decide upon the appropriate remedy. 
At present that knowledge is lacking, and our ignorance 
accentuates the difficulties of the position and also adds 
to the prevailing uncertainties which from time to 
time cause so much disturbance. That is why we 
suggest that knowledge as well as adequate gold reserves 
is required both here and i in other centres. 

























Deposit Hunting 
By Paul Einzig 
Tn London clearing banks are rightly regarded as 






the soundest financial institution in the world. 

Their conservatism is proverbial. Their method 
of forgoing profits rather than running risks may raise a 
smile in Continental banking circles accustomed to bolder 
courses, but as the experience of recent years has proved, 
he laughs best who laughs last. The self-imposed 
restriction placed upon the scope of their activity may be 
subject to criticism by admirers of German industrial 
banking, but the lessons of recent banking crises have 
amply proved the advantages of a division of labour in 
banking activities. The degree of co-operation which 
exists between the clearing banks, and also between the 
clearing banks and the monetary authorities, is looked 
upon from abroad with envious admiration. 
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In one respect, however, clearing banks are open to 
criticism. Their keenness upon showing an uninterrupted 
increase in the amount of their deposits, and upon not 
being left behind in this respect by rival clearing banks, 
has led to the adoption of a practice which is neither 
sound nor reasonable. This practice is the hunt for 
foreign deposits. Since London is an_ international 
banking centre, and since sterling commands confidence 
abroad, substantial foreign deposits are apt to find their 
way to the London banks, even if the latter do not go out 
of their way to obtain them. These deposits are often 
denounced as “ bad money,” “ hot money” or “ funk 
money,’ but they are nevertheless welcome to the clearing 
banks, since they contribute to the increase of their 
deposits. No matter what may be said, from the point of 
view of monetary management, regarding the increase of 
undependable foreign funds, no exception can be taken to 
them from a banking point of view, provided that they are 
employed in an essentially liquid form, and that the terms 
granted to their owners are reasonable. 

The first of these conditions is strictly fulfilled by the 
London banks. It is one of the fundamental rules of 
British banking to employ foreign balances and time 
deposits in an essentially liquid form—that is, in day-to- 
day loans or in the bill market. Criticisms of the London 
banks in 1931, when they were accused of having re-lent 
foreign short-term deposits in the form of long-term loans 
were utterly without foundation. This country as a 
whole may have re-lent in the form of long-term loans the 
foreign exchange it obtained from the influx of short-term 
deposits, but no individual banker in London was guilty of 
such an unsound practice. 

The rule that short-term funds are to be re-invested in 
an essentially liquid form is conscientiously followed 
nowadays, even though the yield on the short-term 
investment of banking funds is negligible. The major 
part of these funds is reinvested in Treasury bills, which 
the clearing banks acquire at their agreed buying rate of 
} per cent., or fine bank bills, which yield only a shade over 
3 per cent., or in day-to-day loans or weekly money, 
yielding $ to 3 percent. Occasionally a small part of the 
amount is engaged in swap transactions with New York or 
one of the continental centres with free exchange, to take 
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advantage of the premium on the forward exchange. 
Generally speaking, however, the bulk of foreign short- 
term money is employed at a yield of 3 per cent. 

This being so, it would be reasonable to expect that the 
interest allowed by London banks on foreign deposits 
would be rather less than 4 per cent., so as to leave a fair 
margin of profit. Indeed, ‘banks abroad suffering from an 
embarras des richesses have usually discontinued the pay- 
ment of interest on foreign deposits above a certain 
amount or up to a certain period. In some instances, the 
banks have gone even further. They charge a small 
commission on the foreign balances, so that they actually 
receive a negative rate of interest. In every case the 
banks abroad have made certain that however low the 
yield may be on the investment of foreign short-term 
funds, the handling of these funds shall be a profitable 
operation. This task is all the easier to achieve since the 
bulk of foreign balances is transferred to the centres 
concerned with a purpose, and their owners pay but little 
attention to the yield on their funds. 

Deplorably enough, the London banks have adopted a 
totally different line towards foreign deposits. For some 
years past the rates allowed on time deposits have been 
materially in excess of the yield obtainable from the 
reinvestment of the funds ina liquid form. At the time of 
writing, clearing banks allow anything up to I per cent. 
so that the transaction results in a net loss of $ per cent. or 
more, apart altogether from the loss of labour involved. 
It is impossible to explain this misplaced generosity on 
any other account than that of deposit hunting. Foreign 
banks and other foreign holders of sterling deposits would 
be only too pleased to accept 4 per cent. or less. Most of 
them would be willing to leave their deposits here even 
without receiving any “interest, and would not even mind 
being charged a small commission. In spite of this, the 
London clearing banks pay them an unremunerative rate. 
There is no reason to suppose that London would lose 
much of the foreign balances if the rate paid on time 
deposits were reduced to } per cent., or } per cent., instead 
of 14 per cent. If some millions of pounds were to leave 
this market, there would be no cause for us to shed any 
tears over their departure. 

Why, then, in the name of reason, do clearing banks 
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give money away so unnecessarily? Simply because of 
lack of adequate co-operation. While in other spheres it 
has become possible to reduce cut-throat competition, in 
regard to deposit hunting such competition continues to 
exist. Bank A pays 1} per cent. to foreign depositors for 
fear that if it offers a lower rate Bank B or Bank C may 
capture the business. It may well be asked why Bank A 
should worry about Bank B or Bank C if they choose to 
lose 4 per cent. and more on the deposits. The fact is 
that none of the banks would care to be left behind in the 
upward tendency of their deposits. Needless to say, 
they would not be left behind if, by agreement, they 
charged a lower rate, but such an arrangement pre- 
supposes a degree of co-operation and mutual confidence 
which does not as yet exist. 

Foreign banks have in the past been subject to criticism 
on the ground that their deposits included amounts 
borrowed from banks abroad. The same criticism can be 
applied to the London clearing banks. <A deposit ceases 
to be a deposit if the bank goes out of its way to obtain it 
by allowing unremunerative interest on it. What the 
London banks are doing amounts to borrowing from 
foreign banks for window-dressing purposes. They are 
prepared to lose } per cent. or more in order to be able to 
show a larger amount of deposits. 

Nor is the payment of unreasonably high interest rates 
the only way in which London banks seek to attract 
foreign short-term funds. There is another way which is 
even more open to criticism, owing to the risk involved. 
In order to obtain foreign deposits, the banks are prepared 
to grant acceptance credits to foreign borrowers. To 
that end they are willing to reduce their commission 
charges to a figure at which it barely pays for the clerical 
work involved. This practice was first adopted some 
10 to 12 years ago, when one of the clearing banks reduced 
its commission on German acceptance credits to } for 
three months, and most other banks followed suit. When 
it was pointed out at the time that the granting of accept- 
ance credits on such terms could not possibly be profitable, 
the reply was that by granting acceptance credits at such 
rates the banks in question were able to obtain profitable 
accounts. Admittedly, foreign deposits and balances 
were remunerative in those days, as it was possible to 
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reinvest the funds in liquid form with a fair margin of 
profit. In the meantime the acceptance credits in 
question have become frozen, with very little prospect of 
an early release, and with every probability of a substan- 
tial loss. One would have expected that the banks would 
learn a lesson from this experience. It seems, however, 
that this is not so. 

The method practised in relation to Germany before 
1931 is now practised in relation to Italy. Acceptance 
credits are granted against a commission of } per cent. for 
three months for the sake of the deposits obtained from 
the borrowing banks. As in the case of Germany, the 
deposits do not constitute a legal security for the credits. 
They are available for withdrawal, while the acceptance 
credits are still running, so that a situation might arise in 
which the banks would stand the full risk attached to the 
acceptance credits. Admittedly, the Italian banks in 
question are first-class debtors. They paid without fail 
even during the period of sanctions, and a default on their 
part is most unlikely. Nevertheless, there is considerable 
political risk. This is not the place to embark upon 
a discussion of the Anglo-Italian clash of interests in 
Spain, the Italian threat to the Suez Canal through the 
massing of troops in Libya, the German-Italian alliance, 
etc. There can be no doubt that the political tension 
between Great Britain and Italy is increasing rather than 
diminishing, and even though we all hope that it will be 
possible to find a peaceful solution, it would be ostrich-like 
to close our eyes to the possibility of a war, over the 
freedom of the Mediterranean route. Opinions may differ 
widely about the likelihood of such a war in the near 
future, but it is impossible to deny that there exists a risk, 
and it would require an extreme degree of optimism to 
assume that the § per cent. acceptance commission 
provided an adequate insurance premium to cover that 
risk. 

Most of the banks are doubtless aware of a political 
risk, and it was only with reluctance that they consented 
to re-open the lines which had been closed down during 
the sanctions against Italy. They were induced to grant 
acceptance credits to Italy by the fear that should they not 
do so they would lose their Italian clients in favour of rival 
banks, which would mean an increase of the latters’ 
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deposits. To avoid this, they were prepared to take an 
unjustifiable risk against a grossly inadequate commission 
in order to enjoy the privilege of losing $ per cent. or more 
on Italian deposits. Admittedly, the total involved is 
but a fraction of the credits granted to Germany before 
1931, but it may well be asked whether in the light of the 
German experience it is justifiable to repeat the same 
error, even on a smaller scale. 

It may be argued that after all, it is the banks’ own 
business if they choose to take risks on a moderate scale, or 
to go out of their way to obtain deposits by allowing 
unremunerative interest rates on them. The clearing 
banks, with their gigantic reserves, can well afford to stand 
the loss and take the risk. If their shareholders have no 
objection, there is no reason why anyone else should have 
any. There is, however, another aspect of the question. 
The deposits obtained by purely artificial means are 
incorporated in the total of the banks’ deposits, and there 
is nothing to indicate that part of the total constitutes 
not deposits but loans from foreign banks. In all fairness 
these deposits should be segregated from the rest. The 
banks should publish a separate item showing how much 
of the deposits have been obtained by artificial means for 
the purpose of swelling the grand total. The situation 
can best be compared with the artificial increase of the 
circulation of popular daily newspapers by all sorts of 
schemes of coupons, competitions, free insurance, etc. 
On various occasions the Advertisers’ Association has 
registered its protest against such practices, and on the 
same grounds the public, presented with the bank figures, 
is entitled to object to the inclusion of artificially- 
acquired deposits in the total. 


The Future of London as an 
International Lender 


By W. W. Syrett 
“Tiss causes of London's original rise to pre-eminence 
as an international financial centre are so well 
known that reference to the past, in the introduc- 
tion of this topic, can be safely restricted to a few short 
headings. London lies, topographically, at the conver- 
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gence of continental routes; this fortuitous occurrence, 
combined with the safety afforded by an insular situation, 
may be called the geographical factor. Then, historically, 
England experienced the industrial revolution earlier 
than continental countries. In machinery and manufac- 
tures Britain was thus far ahead of her rivals in industrial 
development. The import of raw materials and the export 
of finished goods either passed through London, or was 
controlled through the city, with its marketing and 
financing facilities. The expansion of world trade in the 
direction of Colonial enterprise, however, was really the 
greatest opportunity the city ever had; it furnished an 
outlet for trade and investment which the earlier 
merchants referred to as “‘ boundless.’ 

The early attachment of the pound sterling to gold, 
its stability in value over nearly a century and the 
consequent prestige of the currency as a medium in which 
a stable debt could be expressed, coupled with the high 
regard which the London contract earned—these may 
be called, collectively, the psychological factor. 

In the pre-war era London was firmly established as 
the largest trading centre of the world, in the sense that 
the total turnover of her markets far exceeded that of 
any other city. At the same time she held pride of place 
in finance, with unrivalled stock exchange, discount, 
insurance and commodity markets and banking organisa- 
tion. A large adverse balance of payments on trading 
account was made up by the earnings of shipping, insur- 
ance, banking and other services, and interest on past 
loans to the ‘“‘ New ’”’ countries. The history of London 
is essentially bound up with the policy of lending a 
surplus, in spite of the annual recurrence of an adverse 
visible trade balance. The following interesting esti- 
mates* show the growth of the sum due to this country 
on capital account :— 


1843 (circa) {£150 millions (largely lent to the 
American States) 





1854 _ —,, 200_ i=», 
1880 ,, £1,300 _,, 
1895 ,, £1,000 _,, 
* The writer is indebted for these figures to ‘‘The Problem of 
International Investment’’ (The Royal Institute of International 


Affairs.) 
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1905 (circa) £2,025 millions 
I909__,, £2,332 a 
1913», £3,763 ,, 

There are valuable lessons to be learned from an 
examination of these figures, particularly when the 
geographical distribution of the borrowers is concurrently 
studied. In the early part of the roth century the bulk 
consisted of loans to continental nations, who were thus 
assisted to emerge from the agricultural stage in their 
development, through one in which they experienced the 
transition of “ Industrial Revolution,” to a stage when 
they themselves produced the machine-made goods and 
competed with this country in the markets for those 
commodities in yet “ newer’ countries. History has 
been repeating itself; in the pre-war years loans to U.S.A. 
formed at least part of the capital which enabled her to 
rise to her present position as the largest exporter of 
machine-made goods. History again repeats itself in 
our time, for the earlier exports of the output of machines 
in exchange for primary products has given place to sales 
of the manufacturing machines themselves. Until now 
we have regarded Canada, Australasia, India, the South 
American States and China as essentially producers of 
primary products, working with capital from London 
in opening up their countries with railways, canals and 
irrigation, roads, harbours and docks, steamships and 
agricultural machinery. These countries are no longer 
merely producers of primary products—they have started 
to manufacture for themselves, and with the march of 
industrial progress the whole basis of world trade, and of 
international lending, is essentially changed. 

The study of the post-war years, with a view rs 
following the trend indicated in the last paragraph, 1 
somewhat obscured by the influence of other events in 
the sphere of international lending. It must be remem- 
bered that the U.S.A. had, largely as a result of war-time 
financing, now become the world’s largest creditor 
nation. Acting without the background of long experi- 
ence which we enjoyed, and lacking the expert machinery 
built up so arduously in London, New York attempted 
to take her place as the world’s market for loans and 
credit. It would be easy to decry her methods employed 
both in making American citizens ‘“‘ Foreign-Loan-con- 
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scious ’’ and in over-lending to borrowers in conditions 
which proved later to make them not credit-worthy. 
We must not forget that British investors were also 
tempted to invest in high-yielding securities for the 
purpose of re-establishing the war debtors, and London’s 
long experience did not give wisdom to foresee the defaults 
which have occurred. In a way, London was misled by 
her experience in lending to more backward countries 
the capital necessary to open them up. It was assumed 
that the continental borrowers had merely to re-establish 
their industries on the old basis in order to ride safely 
along the road to prosperity. It was overlooked that 
they could only pay the interest on the loans by exporting 
more than they imported. Had the subsequent period 
been characterised by a growth in the world’s population, 
the subsequent story might have been somewhat different. 
It is difficult to see now how otherwise the eventual 
defaults could have been avoided, unless the creditors 
had been able and willing to take more goods from the 
debtors, or had enforced on the unfortunate debtors a 
ruinous course of deflation more deliberate than that 
through which they actually passed. 

The second veil, through which the changing trend in 
the basis of world trade and finance has to be observed, 
is the unprecedented fall in the prices of primary products 
which was, in essence, the “ Great Depression.’”’ The 
cause may be found partly in the war-time redistribution 
of production, and partly in the conditions inherent 
in the circumstances examined in the last paragraph. 

Meanwhile, political events, which resulted in the 
emergence of totalitarian states and the general cult of 
economic nationalism, rendered the countries concerned 
not only less willing to resort to London for finance where 
they had any alternative, but also less attractive as 
borrowers in the eyes of lenders. 

If we now review the present position in the hope of 
distinguishing the trend of future events, we must make 
the reservation that political events which have obscured 
our view of the immediate past may in turn vitiate our 
forecast of what is to come. Subject to this proviso, 
we can see plainly enough that the character of such 
new borrowings as may be proposed is changed on the 
demand side. Few new areas are available for pioneer 














exploitation with capital to supply plough and pick on 
the one hand, while on the other hand the home demand 
for necessities is being increasingly supplied from the 
industries established with capital subscribed within the 
former debtor countries. The tendency is for world 
trade to achieve a greater diversification of output in 
smaller constituent units. The larger opportunities are 
rarer, the smaller ones are relatively more common. 

To turn now to the supply side, it is opportune here 
to examine the sources from which new capital, if any, 
is to come. Broadly speaking we can only make overseas 
loans if we have a surplus on our current balance of 
payments. From the exchange point of view this surplus 
is the ultimate source of supply. As we have said, 
London had the handling (before the war) of an annual 
surplus on current trading account. During the war a 
large part of the foreign capital holding of British 
nationals was mobilised in order to pay for war materials 
and food supplies purchased from the U.S.A. Never- 
theless, the total of British overseas investments had 
recovered by 1930 to a total of nearly £3,425 millions, 
i.e. less than 10 per cent. below the 1913 total. Since 
1930, we have been accused on several occasions of trying 
to lend abroad more than our surplus would warrant. 
Certainly our imports exceeded our exports (including 
visible and invisible items) by more than £100 millions 
in 1931, the year in which we were forced off gold, but 
the annual adverse balances since that date come so 
close to cancelling out the favourable ones as to leave 
an adverse residue of negligible proportions. As far as 
can be estimated, we were spending our income from past 
investments in current purchases of goods from overseas, 
up to the end of last year. The crux to-day is whether 
and when we will have any new surplus available for 
overseas investment. This year the most we can hope 
for is to pay for our re-armament expenditure through 
an increase in exports, purchased from us by buyers 
whose improved position is due to the present rise in 
price of primary products. It remains to be seen what 
our position is in subsequent years. 

The redistribution of capital in the present and 
immediate future, as a result of the changed orientation 
of world trade, gives and will give London its chance 

L 
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of exercising the intricate financial machinery it controls. 
The following extract from Sir Robert Kindersley’s 
article in The Economic Journal (December, 1936), 
is particularly significant—‘‘ An appreciable amount of 
new capital was raised by certain gold-mining companies 
in 1934, but this was offset by equivalent sales of South 
African gold-mining shares by United Kingdom holders 
to Continental and South African purchasers.” It 
may be noted in passing that a larger proportion of our 
investments tends to find its way into Empire as opposed 
to foreign securities. 

But are we to conclude that London will never again 
have an annual surplus to lend? Is the Foreign Tran- 
sactions (Advisory) Committee to continue (of necessity) 
to frown upon loans to countries outside the sterling 
bloc? There is hope to be gained from two features 
in the current trend; one is that our present growing 
import of goods tends to include a greater proportion 
of raw materials which are being made up by manu- 
facturers. If our activities are not being devoted too 
predominantly to armaments, we should be able to 
increase exports in the next few years by a sufficient 
margin over our larger imports to decrease the adverse 
visible balance on trade account. At the same time, 
more prosperous conditions abroad give room for a 
higher estimate of income from past overseas invest- 
ments. Thus from two sources the total may rise 
and give London a balance to lend as new capital. It 
is essential to bear in mind the two reservations which 
have been made in reaching this optimistic conclusion; 
political events and wars must not frustrate our hopes, 
and re-arming must not absorb an unfair share of our 
activities. 

Of recent years interest rates have fallen to low 
levels in this country, in other countries of the sterling 
bloc and in the U.S.A. Given stable trade and political 
conditions for a decade in other countries, the same 
low level could reasonably be made the objective of 
their monetary policy, and a price for loans lower than 
that now ruling could be achieved meanwhile. This 
statement could be carried further by a consideration 
of the probable effect of a redistribution of the world’s 
gold, but entering into this argument involves departure 
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from the main theme. The point is introduced in 
order to ventilate another, more relevant, matter. 
When interest rates tend to fall, loans to states and 
municipalities, and debenture-borrowings at fixed interest 
yield less in interest if the borrowers can find some way 
to redeem the outstanding bonds by new issues, or if 
the original powers given them in the contract allow of 
redemption within the low-interest period. Thus certain 
Australian loans have been redeemed in recent years, 
and the debt refloated at a lower interest-cost. Lagging 
behind this phase of the credit cycle comes that in 
which investors in equities receive a higher yield. So 
at the moment London’s income from fixed-interest- 
bearing stocks has fallen, but the total of receipts from 
equities is rising. As far as we can foresee the future 
from the present and near past, the loss on one type is 
more than being made up by the gain on the other. This 
gain should increase, and provide a fuller surplus than 
would otherwise accrue in the not-far-distant future. 

Just as in the past our forefathers did not dream 
of the vast expansion in world trade which actually 
occurred as the new countries opened up, so there may 
be some unforeseen development in the future; greater 
leisure may give workers more chance to travel abroad 
and cause the tourist industry to assume unexpected 
proportions, or scientific discoveries in the arctic regions 
may pave the way for their exploitation. But, leaving 
the unexpected out of our calculations, what we can 
hope for is a renewed, if smaller, surplus on current 
trading to make London again the Mecca of new borrowers ; 
we can expect a diversification of opportunity in new 
luxury trades and a re-shuffle of existing investment 
media under London auspices. State control has prob- 
ably come to stay, as has the opportunity to borrow as 
well as lend with which it is primarily concerned, but 
neither growth is unnatural in existing conditions and 
should not mitigate against London’s pre-eminence as a 
Capital market. 
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Poaching 


By D. H. P. Cannon 
Dy conser banking has often been described as 


conservative and has been criticised on the 
grounds that it is slow to provide new facilities 

to meet changing conditions, but there seems to be a 
real danger that before long widespread criticism will 
come from the opposite direction and that our banks 
will be attacked for being too lavish with their facilities. 
Quite recently there has been a lengthy correspondence 

in the columns of a contemporary, devoted to the interests 
of the accountancy profession, in which strong words have 
been used concerning, infer alia, the service that some 
banks are now offering to their customers in the form of 
expert advice on income-tax matters. Accountants have 
watched with apprehension the development of the banks’ 
executorship and trustee departments and have felt that 
the banks were encroaching on their preserves; but they 
appear to have taken no active steps to oppose this 
development, probably because they have realised that 
the services thereby rendered by the banks have special 
advantages that cannot be provided by the ordinary firm 
of accountants. The new income-tax facility, however, 
seems to belong to quite a different category, and the 
argument against its development seems to be fairly sound. 
In the first place, it will probably be agreed that 
poaching on the preserves of other professions is 
undesirable. Obviously there are considerable difficulties 
in the way of laying down hard and fast lines of 
demarcation between the various fields of professional 
activity: the work of solicitors overlaps with that of 
accountants as well as with that performed by the 
bank trustee departments; estate-agents’ work is not 
always distinguishable from that of the lawyer; even 
the insurance-agent finds his activities usurped by those 
of the many spare-time agents who add a little to their 
regular income by earning occasional commissions. But 
however difficult the task of demarcation may be, it 
does seem desirable that some attempt should be made 
to prevent wholesale poaching. An agreement between 
the various professional bodies is preferable to an under- 
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ground warfare in which each seeks to grab a little of 
what the others believe to be theirs by right. 

It is not suggested that there is any imminent danger 
of open hostility between the professions; but what is 
likely is that if the present tendency is allowed to 
continue unchecked, there will gradually be generated 
a spirit of unfriendly rivalry, which will destroy the 
friendly co-operation that has hitherto enabled the 
different professions to work together. Moreover, it is 
not altogether inconceivable that if the activities of 
one profession are curtailed by the incursions of another, 
the members of the former will begin to look around for 
other sources of income. Once that becomes general 
the “‘ respectability ’’ of our professions will become a 
thing of the past, and the quality of their services will 
suffer accordingly. 

Free competition has its advantages, but if it is 
allowed to become unrestrained in this particular field 
the consequences are likely to be unpleasant. At 
present, for instance, accountants are prohibited from 
advertising for business. But if their income-tax work 
is to be filched from them, when they have already 
suffered a heavy loss through the growth of the bank 
trustee departments, it is going to be increasingly 
difficult to induce the younger members of the profession 
to place any value on the “ professional etiquette ”’ that 
merely appears to handicap them in competing with 
outside bodies. Already many of our accountants are 
finding that their profession has become overcrowded, and 
although this is no fault of the banks it may easily 
be their fault if the overcrowding is aggravated. At 
present, the accountancy profession in this country 
enjoys a high standard of conduct; but if cut-throat 
competition is forced upon it, the standard must 
inevitably sufler. The difference between a profession 
with a strict code of behaviour and one that is free to 
compete on an unregulated basis is strikingly demon- 
strated by a comparison of the business methods of 
members of the organised stock exchanges with those 
of some of the outside brokers. 

How seriously some accountants are regarding the 
position is indicated by the suggestion, presumably 
put forward in all earnestness, that the Accountancy 
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Institutes should prohibit their members from acting 
as auditors for any concern that does work properly 
belonging to accountants. No doubt there is little 
likelihood of such a suggestion being acted upon at 
present; but that is because the pressure has not yet 
been felt sufficiently strongly by the majority of the 
profession. If, however, the present tendency con- 
tinues, the day will come when the profession as a 
whole is aroused; and then it will be difficult to rectify 
matters. 

It may possibly be suggested that all this is a storm in 
a tea-cup, since the banks will in general have to employ 
qualified accountants to do the bulk of the business that 
professional firms would otherwise have performed. 
But it is doubtful whether this is correct. At first, no 
doubt, the banks may engage specialists belonging to 
the profession; but as the business develops we shall see 
younger members of the bank staffs trained to carry on 
the work. Probably many of them will seek accountancy 
qualifications by taking the examinations of one or other 
of the junior accountancy bodies. That will be bad 
enough, considering that there is already a superfluity of 
trained accountants. The final state will be even worse, 
for we shall probably find the Institute of Bankers in- 
troducing a special examination in Income-tax : the idea 
has, in fact, already been mooted. Eventually the banks 
will be teeming with youngsters who have painfully 
mastered the intricacies of our Finance Acts, but most of 
whom will probably never have an opportunity of putting 
their knowledge to the test. The same sort of thing is 
already happening as a result of the Institute’s new 
Executorship Diploma being thrown open to all members 
of the Institute, irrespective of whether they are ever 
likely to handle executorship work. 

It is not suggested for one moment that the banks 
should drop their work as corporate trustees and execu- 
tors, for the facilities they are providing in this direction 
undoubtedly offer special advantages that cannot be 
rivalled by any professional firm. It is in this respect 
that income-tax work differs so strikingly. If it were 
true that the banks could do income-tax work more 
efficiently than a professional firm, there would be a good 
reason for providing the service for customers; but in 
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actual fact the banks do not enjoy any superiority in 
this direction. Nor is there any dearth of income-tax 
specialists at present. By developing the new facility 
the banks are not filling any gap but are merely creating 
redundant services. To say that competition will weed 
out the least efficient and that the banks’ facilities will not 
be utilised unless they can be provided at an economic 
fee is beside the point. For one thing, the banks could 
easily afford to provide such facilities at a loss, if they 
liked, regarding them as a form of publicity. But that 
is not likely to be necessary. The banks will no doubt 
be able to compete on favourable terms with professional 
firms, if only because they can spend lavishly to build up 
an expert staff. But if that fact were accepted as pro- 
viding justification for any extension of banking services 
it would be equally justifiable for the banks to begin to 
act as theatre booking-agents, hotel-touts, and travel 
agencies. There is, in fact, no end to the list of activities 
to which banks might profitably turn their attention. 
Clearly, the mere test of profitability is no criterion. 

Not so long ago bankers were vociferous in arguing 
that it was not their business to supply long-term 
industrial finance, much as industry might be in need 
of it, and the reason given was that “ bankers should 
stick to banking business.’’ The sentiment was admirable ; 
but it ought to be applied in all circumstances and not 
merely when it suits the banks. 

Obviously a halt must be called somewhere if banking 
is to remain a distinct profession. Already the banks 
are doing many things that would have been regarded 
some years ago as being quite outside their ambit : the 
new income-tax facilities have been selected as the most 
glaring example. Unless the banks definitely decide to 
give up poaching the tendency will go on unchecked 
until it becomes ludicrous. Such activities as the 
boosting of insurance by bank-managers, acting as 
investment advisers—a function that rightly belongs to 
the stockbroker—and similar work, should be kept 
within reasonable bounds. 

Quite apart from the demoralisation of other pro- 
fessions that must follow if the banks continue to poach 
their work, there is a serious danger of retaliation. The 
banks would be the first to object if other professions 
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began to trespass on their ground. This, however, is 
what must be expected if things are allowed to drift. 

In the public interest banks should give up their 
income-tax facilities, and refrain from introducing any 
other new services until they are satisfied that they will 
not adversely affect other professions. In the opinion 
of the writer this is a matter calling for co-operation 
between the professions. If the banks were to take the 
initiative in inviting other professional bodies to col- 
laborate in laying down rough lines of demarcation 
between their respective functions, much ill-feeling would 
be avoided and the public would benefit. 


Banking Education 


By A. V. Barber 


I 


N the early period of the war public interest turned to 
I education generally and particularly to technical 
education. With good reason much of Germany’s 
progress and efficiency “and her success in organising her 
commercial life was attributed to her educational system, 
while our own appeared to offer, by comparison, scant 
facilities for technical instruction. 

A special effort was made in 1917 to cope with this 
defect. This and its results, so far as banking is concerned, 
will be dealt with in a later article, and since an impetus 
was given by educational facilities available in Germany 
twenty years ago, it should be interesting to examine 
what is offered to banking students there to-day. We 
may thus view our own system in better perspective and, 
if it is found to be inadequate, some light may be cast in 
directions in which attempts to improve upon it should be 
made. Not only should existing arrangements for bank- 
ing education be considered, but the manner in which the 
banking system for which they exist calls them into being. 

First it must be recognised that the scope of an indi- 
vidual bank’s activity in Germany is wider than it is here. 
German banks undertake not only deposit and merchant 
banking but the functions of the issuing house and bill 
broker and of general Stock Exchange business. Although 
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these various activities come within the ken of our own 
bank officers in Bill Offices, Stock Offices, etc., it is 
probable that more versatility is required of a clerk in a 
German bank and a wider training is needed. Accountancy 
is more detailed; tax regulations, covering multiple taxes, 
are more complicated and are a subject of general study. 
While our system tends to favour individual specialisation, 
that in Germany relies more upon all round efficiency 
coupled with intensive training which is largely due to 
the revival of apprenticeship. 

Apprenticeship is indeed the salient feature in which 
banking education differs from our own. It exists both 
in banking and commerce. Unless he holds an approved 
apprenticeship certificate, which is obtained after two 
or three years’ service in a bank, during which a salary 
is paid of about a quarter and rising to half of that of a 
junior, employment for a bank clerk is practically 
impossible. The system obtains irrespective of the clerk’s 
standard of education, although this determines its period 
of two to three years which may be further curtailed for 
students who have matriculated. 

Under this time-honoured system, a Chamber of 
Commerce drafts formal contracts under Government 
sanction which bind the employer to give his apprentice 
opportunity for experience in every important department 
and to arrange that he receives full practical training. He 
thus learns how the various activities of the bank are 
inter-related. For his part he is pledged to fulfil the 
duties expected of him and not to leave the service of the 
bank without good reason. In many of the banks, 
including the head offices of most of the principal banks, 
classes are held during office hours presided over by a 
senior bank official who discusses the work of the various 
departments and answers questions. Permission to em- 
ploy apprentices and to issue certificates of qualified 
apprenticeship is granted only to registered banks. The 
employer’s duties are not regarded as having been carried 
out properly if the apprentice has been employed ex- 
clusively upon more or less unskilled work with no 
opportunity of dealing with matters beyond ordinary 
routine. While in a British bank a junior clerk may be 
appointed according to a vacancy, and often, although 
not invariably, may remain in one department, in a 
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German bank he moves according to a prescribed schedule 
from one department to another, even in branch offices, 
before joining the staff of a particular department. 
Under this system the advantage to the banks is that of 
obtaining two or three years’ apprenticeship service at 
a low scale of pay with the opportunity of training the 
future bank officer in a manner appropriate to the 
particular institution. 

The educational facilities available ab initio to future 
bank officials fall under three heads, since even general 
school education provides some preparation for a banking 
career. 


1. The Elementary Schools. 

All children leaving school at the age of 14 attend 
compulsory Continuation Classes for two years. An 
office boy when he enters the service of a bank attends 
school during business hours. The employing firm pays 
whatever cost is entailed. No deduction is made from 
his wage and the firm is responsible for his attendance 
at classes. These are appropriate to the nature of the 
student’s employment. In his case he will attend com- 
mercial classes at which he acquires some knowledge of 
commercial practice, including interest and discount 
calculations and elementary accountancy ; he learns some- 
thing, too, about cheques, bills of exchange, bonds and 
stocks, etc. He also has opportunity sufficient to enable 
him to type a letter. 


2. Secondary Schools 

The students at these (Mittelschulen) enter for the 
Schools Certificate or for Matriculation. In the course 
of their training they acquire a grounding in the rudi- 
ments of banking—cheques, bills of exchange and higher 
mathematics. Typing is not taught; shorthand is op- 
tional; in Southern Germany, particulary in Bavaria, 
the study of shorthand has long been taken for granted. 
Languages are taught up to a point that examination 
success implies ability to read business letters written in 
one or even two foreign languages. 
3. Special Commercial Schools 


Under this head schools are available for students 
who have studied at an Elementary or Secondary School ; 
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thus they enter at the ages of 14 or 16 respectively. For 
the former the commercial schools offer one or two year 
courses and provide an all round commercial or banking 
training suitable for a clerk who is to be employed upon 
ordinary routine work. The teaching includes that of 
foreign languages, with special attention to commercial 
correspondence in French and English. Commercial 
schools for secondary schoolchildren are attended mostly 
by girls and correspond to secretarial colleges in this 
country; their pupils have taken the School Certificate— 
—or its equivalent—but have not matriculated. Although 
they do not aim at a standard necessary for University 
training, these schools provide instruction in elementary 
economics, foreign languages, commercial law, banking 
practice and accountancy. Emphasis on the last subject 
is such that a qualified pupil will be familiar with a 
conto meta (a joint account involving foreign exchange 
calculations), the book-keeping required for subsidiary 
company finance, the drawing up of a general balance 
sheet, calculation of discount and interest and the 
preparation of a contract note with due regard for accrued 
interest, brokerage, etc. In the last few years some of 
these institutions have attempted to provide training in 
the operation of modern book-keeping machines in 
factories or banks where these are in use. Although 
typing and shorthand is given special attention as in 
British secretarial colleges, a more general training is 
aimed at, and from such schools emerge that superior 
being—aspired to and sought for—the first-class secretary. 
It seems probable that, since less time is devoted to the 
subject, the standard of typing is not as efficient as that 
attained here by many girl students on leaving their 
secretarial college. 

There now remains to be considered a form of 
specialised University education, the counterpart of 
which is to some extent the University course necessary 
for the degree of Bachelor of Commerce in this country. 

Since the beginning of the century special commercial 
Universities (Handelshochschulen) and special faculties 
of the principal Universities have supplied banking 
courses. At present the only surviving independent 
Handelshochschulen exist in Berlin and Nuremberg, the 
others having been incorporated in the Universities of 
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several other towns such as Frankfort, Hamburg, K6nigs- 
berg, Cologne, Leipzig, Mannheim (part of Heidelberg 
University) and Munich (part of the Technische Hoch- 
schule). 

The development of these faculties has not been 
altogether successful. Their teaching is somewhat ab- 
stract and, although he has passed difficult examinations, 
a student may find himself at a loss when entering upon 
a banking career at the age of from 23 to 25. Although 
these theoretical courses are designed for men destined 
to fill higher posts, they may find it hard to adapt their 
knowledge to everyday routine. On the other hand, 
where some practical experience has been obtained in 
advance or after a short apprenticeship, results have been 
favourable. 

The syllabus for a qualifying degree (Diplom) com- 
prises accountancy (including bank accountancy), com- 
merce (Betriebswirtschaft), lectures concerning various 
banking activities and economics, with emphasis upon 
banking and currency, an outline of law, with more 
detailed courses dealing with contracts and torts, company 
law, the law relating to cheques, bills of exchange and the 
Stock Exchange, regulations regarding public issues and 
law dealing with taxation and public finance. Certain 
Universities form discussion classes at which as often as 
possible prominent bankers are invited to attend and to 
read papers. This admirable plan which brings experi- 
enced bankers in personal touch with banking students 
has much to recommend it on both sides. It encourages 
students and promotes esprit-de-corps. 

For the average bank officer, education other than 
that provided in the schools is obtained mostly in his 
own bank under the apprenticeship system which admits 
of similar personal contact with superior executives, and 
this is supplemented by voluntary attendance at evening 
classes. 

Generally we may sum up to the effect that in 
Germany banking education begins at school; it aims 
at building up a broad basis of general knowledge and 
it provides both compulsory and practical training for 
all departments of the profession and a_ theoretical 
understanding of the problems which arise in the course 
of routine. Consequently the average bank officer is 
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better fitted to deal with exceptional duties and to 
changes of system, such as mechanisation. On the other 
hand the British bank officer is probably more efficient 
as a specialist or departmental official. 


(To be continued.) 


Scottish Banking 


By a Scottish Banking Correspondent 


O write of banking is to write of trade. For while 
| there is some popular exaggeration of the influence 
which banking may have over trade, there is no 
question of the converse, that is, of the extent to which 
banking is affected by business conditions, and banking in 
Scotland within recent years has been no exception to this 
observation. The figures of the eight Scottish banks, 
which are set out on page I14, are a Clear reflection of the 
economic progress of Scotland during the year 1936. 

As in Great Britain generally, economic recovery in 
Scotland continued and expanded in 1936. The indica- 
tions are, however, that Scotland’s progress during the 
year, was relatively greater, in proportion to her resources, 
than in other parts of the country, thus making up to 
some extent for the length to which she has lagged behind 
in previous years in the struggle towards prosperity. This 
progress is evident in the combined figures of the banks’ 
deposits, which reached a new record level at £320,480,681, 
an increase of {11,981,455 over the total at the end of 
1935. It is not the amount of the increase, however, but 
the nature which indicates the increased business activity 
of the year, for it is reported that the expansion was 
largely in current account balances, through which the 
active funds of business pass. 

The note circulation figures are further evidence of the 
year’s improvement. The total circulation of the banks, 
as brought out from the balance sheets, shows an increase 
of {1,222,559 over the previous year, but a truer index is 
obtained from the returns of average weekly circulation 
which the banks are required by statute to make every 
four weeks. These show that the total circulations 
throughout 1936 were consistently in excess of the 
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corresponding figures for 1935 by margins approaching 
£1,000,000 or even exceeding that figure. Striking an 
average, the comparative figures of total note circulation 
are :— 


1936 £22,333,759. Increase over preceding year, £702,614 
1935 £21,630,945. Increase over preceding year, £369,336 


The fact that the increase in circulation for 1936 is 
approximately twice that for 1935 supports the general 
impression that last year was a considerably more pros- 
perous one than its predecessor. It must be borne in 
mind, of course, that Scottish bank notes do not form the 
whole circulation in Scotland, there being a very con- 
siderable quantity of Bank of England notes in its 
composition as well and the Scottish circulation of these 
may be assumed to have expanded to a corresponding 
extent. 

The total of acceptances, etc., increased in 1936 by 
£1,201,254, but not all the banks recorded increases in 
their individual figures for this item. Where there has 
been a fall, lower forward exchange contracts have in 
some cases been stated as the cause. This department of 
banking is, of course, largely concerned with foreign trade 
and it seems probable that the increase, if it indicates 
anything at all, reflects the greater volume of imports 
coming into Scotland during the year, for it is a fact that, 
while it has been a year of marked recovery, the recovery 
was noticeably confined largely to internal trade, exports 
failing to keep pace with the sharp rise in imports. 

The increase of £3,150,499 in the total of cash and 
call money which brings the 1936 figure to £79,039,782, 
leaves the ratio to total deposits and notes practically 
unchanged at 23 per cent., compared with 22-9 per cent. 
last year. 

Investments which, like deposits, reach a further 
record figure of {185,164,251 (excluding the investment 
of the Royal Bank of Scotland in an English subsidiary) 
simply reflect the expansion of deposits. In the absence 
of opportunity to expand advances, investments inevit- 
ably continue their upward trend and reach a ratio to 
deposits and notes of 53-9 per cent. as compared with 
52-9 at the end of 1935 and some 30 per cent. in 1929. 

One feature of the balance sheets which does not 
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appear to reflect the year’s commercial improvement is 
the total of advances and discounts. The decrease shown 
in the table should be treated with some reserve, however, 
for, owing to a large increase of a temporary nature in the 
figures of one of the banks at the end of 1935, that bank 
shows a heavy decline which more than accounts for the 
decrease of {1,748,564 in the total of the banks for 1936. 
There was not, in fact, an actual shrinkage in advances 
last year for most of the banks reported some increase 
throughout the year’s operations, but the point of interest 
is that a substantial increase would have been the natural 
expectation of a year of pronounced business improvement. 
Several of the Scottish bank chairmen attribute the 
sluggishness in accommodation demands to the con- 
tinuance of the cheap money policy which has provided 
unusual opportunity for the financing of business through 
other than banking channels at lower rates than the banks 
can offer. More prosperous times have led also to some 
repayments, but it would have been imagined that the 
same cause would have led to still greater demands for 
assistance from the banks, which indeed has always been 
the experience in the past. In this respect the Scottish 
banks have been more unfortunate than the English, for 
the latter experienced quite a substantial rise in advances 
both in 1935 and 1936. To some extent this fact is not 
surprising for, in the general change which has been 

evident recently in the. methods of financing business, 
Scotland has been at a disadvantage in that, while the 
English banks may share in finance which has become 
centralised in London, the Scottish banks share but little 
in this. 

The impression grows, indeed, that advances will 
never regain their former proportions. The signs of 
change are particularly noticeable in the business life of 
the smaller towns. In such communities the backbone of 
borrowers in the past has been the partnership or one-man 
business confining its activities to local needs as a rule, 
and these businesses relied upon the banks for much of 
their circulating capital. As the individuals behind them 
retire, or die, it is the common event that the business is 
converted into a limited company, and in the resulting 
reconstruction sufficient permanent capital is usually 
raised to make the services of bank accommodation 
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unnecessary or at least less frequently required. Or 
perhaps even more frequently the business will be bought 
over by a multiple shop concern and, as these are usually 
English companies, any financing necessary certainly 
leaves Scottish hands. This unfortunate trend makes a 
permanent lowering of the proportion of advances in the 
earning assets of the banks probable, with consequent 
reflections in profits. 

In their net profits, as recorded below, the banks 
showed improvement in all cases, but not of a very 
substantial nature. 


Total Net Profits of the Scottish Banks in 1936 .. .. £2,664,029 
1935 -- .. £2,651,980 
1929 .. .. £2,802,960 


The small expansion in total net profits for 1936, 
especially when it is remembered that these figures have 
been arrived at in a year when it was not necessary to 
make the exceptional provisions for bad and doubtful 
debts of the immediately preceding years, reflects the 
continued difficulty in employing banking funds to 
advantage. In other words, little progress has been 
made towards a return to the profit levels of 1929 and, 
indeed, this cannot be expected while short term money 
rates and the return on investments continue on their 
present basis, and while loans and advances remain at 
their present low proportions. 

As to the future, the prospects for Scottish banking 
and business in the immediate year are good. It will 
probably be found when the balance sheets for 1937 begin 
to appear within the next few months that the banks 
have experienced some further expansion of deposits, 
but this year advances also should show some improve- 
ment. Taking a longer view, however, there are certain 
elements of uncertainty. 

One of these elements is the “ lopsidedness ”’ of Scot- 
tish industry. Too large a part of her economic activity 
has, in the past, been centred in the heavy industries 
where the demand is predominately of a capital nature. 
If this were to continue, Scotland would always suffer 
more heavily than other parts of the British Isles in any 
future depression which, like war, it is always hoped, but 
never very resolutely believ ed, will not occur again. 
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The recent revival in these industries has been very 
largely due to the demands arising from the Government’s 
rearmament programme and, while this source may be 
relied upon for an assured demand during the next few 
years, beyond that time the prospects of the heavy 
industries are doubtful. At the present time even, it is 
reported that rising costs have led to curtailment of 
orders for new tonnage at the shipyards. It is becoming 
increasingly realised, therefore, that a wider diversification 
of industries is required. From this statement it must 
not be assumed that there is not already a wide variety of 
industries throughout Scotland, but many of these are 
small, supplying local needs. The necessity is rather for 
industries which will help to build up Scotland’s export 
trade and thus rectify any deficiency which may arise in 
the future in the heavy industries which have formerly 
been the largest constituent of that trade. 

This leads to the second element of uncertainty, closely 
related to the first, which is that the revival of the past 
two years has been predominately domestic in character 
and has not been accompanied by an increase in export 
trade of corresponding magnitude. Several of the Scot- 
tish bank chairmen drew attention in their speeches this 
year to this fact, and indicated the warning which is the 
natural corollary, namely, that no lasting recovery can 
be achieved unless overseas markets are developed at the 
same time as home trade. 

The outlook must not, however, be regarded as too 
gloomy. The dangers of the future have been realised in 
influential quarters, among which are the Clyde Naviga- 
tion Trust, which has been responsible for the establish- 
ment within its area of several new concerns, the Scottish 
Commissioner for the Special Areas and the Scottish 
Development Council, both of whom have in the forefront 
of their policy the greater diversification of industry. 
As a result, the past year has witnessed the establishment 
of the Scottish Industrial Estates at North Hillington, a 
site favourably situated near Glasgow. This is a trading 
estate on the already well-known lines, aimed at encourag- 
ing new industries, whereby factories of a standard unit 
size are provided ready built with power available. The 
demand from prospective industries of a great variety has 
made the success of the venture seem assured. 
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The Scottish Empire Exhibition, which will be the 
outstanding event in Scotland next year, should also be 
of the greatest value in furthering Scottish export trade. 
The exhibition buildings are already well advanced on 
the site in Glasgow and latest reports are that the 
available space for industrial exhibits was quickly taken. 
Among the guarantors of the exhibition are the Scottish 
banks with a combined guarantee of £40,000. 

Either with or independent of official encouragement, 
there are other signs of a general readjustment of industry 
which should give a firmer basis for the future. At the 
beginning of the year the Annual Survey of Economic 
Conditions published by the Clydesdale Bank remarked 
that ‘‘ ‘ natural’ recovery by itself is no more likely now 
than before to erase the black spots on the Scottish picture. 
Hence that recovery is best to be regarded as affording 
not relief, but opportunity—opportunity for pressing 
forward the more energetically with the numerous and 
complicated readjustments now clearly seen to be 
necessary. This admirably sums up the business posi- 
tion as it appears now and with the future of which the 
banks are intimately concerned. For example, the banks 
have given much assistance to the heavy industries and 
to the fishing industry in the past. The future of these 
industries seems to have been permanently altered and 
the extent to which successful readjustment is made in 
these and in Scottish industry as a whole will determine 
a large measure of the future prosperity of banking in 
Scotland. 

In domestic affairs there has been one event this year 
seldom experienced in banking in this country. This 
was a threatened strike last May by members of the 
Union Bank of Scotland staff on a question of recognition 
by the management of the Scottish Bankers Association, 
the union of bank employees in Scotland. The abstract 
nature of the cause, however, appears to have had little 
appeal for the strike was called off at the eleventh hour. 

As already mentioned in a former issue of THE BANKER, 
during the year the Chairmanship of the Clydesdale Bank 
changed through the death of Mr. Henry Allan who had 
been Chairman since 1923. In his stead Sir Harold 
Yarrow, C.B.E., Chairman and Managing Director of 
Yarrow & Co, Ltd., has been elected to the Chairmanship. 
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Some Aspects of the Australian 
Banking System 


By a Correspondent 


ANKING systems in the Dominions have been 
B developed on the same broad lines as the United 

Kingdom system, in which there are a few large 
Banks with many branches. But the Dominion systems 
have been organised to meet the needs of “ new ”’ com- 
munities in conditions differing markedly from those 
obtaining in Great Britain, and despite the broad simi- 
larity in principle, considerable minor variations have 
appeared. 

Australia depends for its export trade almost entirely 
upon primary production, the output of which, in turn, is 
very largely dependent on the vagaries of the weather. 
There is a pronounced seasonal movement in the returns 
from primary products, and superimposed upon these 
more or less regular oscillations are irregular variations 
due to floods, droughts and similar disabilities. These 
features are reflected throughout the Australian economy, 
and the banking system has been developed to meet the 
special needs of the situation. 

The primary need has been for great strength on the 
part of the financial institutions to enable them to meet 
the regular seasonal variations in the requirements of the 
community, and to withstand the heavy strain of drought 
conditions and poor seasons in different parts of the 
country. From the commencement of the system 
Australian Banks have tended to be large institutions 
with many branches, extending over vast areas. The 
general strength provided by this spread of interests 
has enabled them to support stricken areas in times of 
difficulty to an extent which would not have been possible 
under any other than the Branch Banking system. 

As a co-ordinating factor there is the Central Bank, 
which is the Commonwealth Bank. This institution was 
established in Ig1I, and is thus considerably older than 
the Central Banks of the other Dominions, which were all 
formed quite recently. Whereas the newer Dominion 
Central Banks were originally modelled on the Bank of 
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England as politically independent institutions to control 
the banking systems of their respective countries, the 
Commonwealth Bank was founded as a government 
institution and from its inception it has combined trading 
bank functions with those of a Central Bank. 

It is controlled by a Board of Directors appointed by 
the Government, but the terms for which members of the 
Board hold office are so arranged that they expire at 
different times, and there can thus be no wholesale 
dismissal and appointment by the government of the day. 
As a Central Bank it keeps the Government accounts, 
issues Treasury Bills, underwrites Government Loans, is 
in charge of the note issue, and also controls the rate 
of exchange between Australia and London. But in 
addition it quotes deposit rates and makes advances to 
customers in the same way as the Trading Banks. In 
recent years the Board of the Bank has developed its 
functions as a Central Bank, and it has not competed 
vigorously with the Trading Banks. However, the 
Commonwealth Bank has definite powers which would 
give it a decided advantage in any competition with the 
Trading Banks of the country. 

As the Australian banking system has developed, 
the tendency has been for amalgamation with its 
consequent spread of interests and increase in strength. 
There are now 10 main Trading Banks which together 
controlled more than 3,200 branches and agencies 
throughout Australasia and Pacific Islands at the end of 
1936. 

. The production period in most primary industries 
spreads over a considerable length of time and in many 
instances returns are received only at one season of the 
year. Producers require finance to tide them over the 
period when they are incurring expenses of production 
before any return can be received, and to meet this need, 
the Banks make direct advances to primary producers in 
the form of overdrafts on current account, secured mainly 
by the mortgage of land, crops and livestock. Thus, in 
addition to providing short-term credit or liquid capital 
(which is probably the outstanding feature of banking in a 
highly developed country, and which attains its greatest 
development in the London Money Market) the Australian 
banking system makes available a large volume of long- 
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term capital in all fields of primary production and 
secondary industry. But it must not be thought that 
Australian banks have assumed the responsibility of 
sharing in the direct control of industry which has been a 
feature of Continental Banking. The Australian advance, 
as a rule, tends to become a relatively long-term mortgage 
fluctuating in amount although technically repayable on 
demand. 

The highly developed facility of direct advances is an 
important factor contributing to the absence of a Bill 
Market in Australia. The advance system with its 
outstanding advantages over the bill of exchange for 
internal trade has been adopted in Australia to such an 
extent that bills, which bear the further disability of 
high stamp duties, have not been able to find a place of 
any importance in the monetary system. For this 
reason, until recent years, practically the only relatively 
liquid securities to which the Banks could turn were 
Australian Government Bonds, Local Government Loans 
and investments overseas. The first mentioned, from the 
stand-point of the banking system, suffer from the 
drawback that with the comparatively restricted market 
existing in Australia any sudden large realisation of 
Government securities is likely to cause an appreciable fall 
in their market value. The primary requisite of liquidity 
is thus not satisfactorily assured. Overseas investments 
can only arise from the proceeds of borrowing or from the 
excess of exports over imports, and this excess is governed 
by seasonal conditions and price variations. Funds 
built up from exports have to meet a steady drain during 
the import season. Further, unless there is a means 
of obtaining Australian funds in return for sterling, 
London funds are liable to be of little use in meeting 
demands in Australia. The Central Bank has dealt with 
this latter difficulty by undertaking to buy sterling funds 
at any time at stipulated rates of exchange. The 
Trading Banks have thus been given some degree of 
liquidity as far as investments in London are concerned, 
but the Central Bank has power to alter the rate of 
exchange between Australia and London, and a move- 
ment in this rate might mean loss to the Trading Banks 
in the conversion of London investments into Australian 
funds. However, while a fall in export prices might 
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necessitate a change in the exchange rate, the possibility 
of movement is remote rather than always present. 

One of the most interesting features of the Australian 
banking system is the Fixed Deposit placed with the 
Banks for stipulated periods of from 3 to 24 months and 
carrying a specified rate of interest varying according to 
the length of time for which the deposit is made. Outside 
observers may wonder at the high ratio of advances to 
deposits among Australian Banks as compared with 
British Banks. 


TABLE OF ADVANCES AND DEPOSITS. 
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| ro Australian Trading Banks.* | London Clearing Banks.+ 























Decem-| ; e 7 
tA | Deposits. — of | Average | Ratio of 
ter. Advances. —— Advances |" “of | Advances. |Deposits.| Advances 
| Re ease 
current).} Deposits. | | Deposits. 
1 } | 
| 
fAm. | fAm. % | £STG.m. |£STG.m.| % 
I93I.. 236 | 268 | 88-0 1931 919 1,760 52:2 
—** 234 | 275 | 85-0 1932 344 1,791 | 47°1 
1933-- 239 | 279 85°9 1933 759 1,953 38-9 
1934.. | 248 292 |} 85:0 1934 753 1,880 40°0 
1935-- | 201 290 90°90 1935 769 | 1,999 | 38°5 
1936.. | 268 | 29r | 91°9 |} 1936 865 | 2,216 39°0 





* Australasian Insurance and Banking Record. 
+ Bank of England Statistical Summary. 
















One very important factor in this development is the 
high ratio of deposits fixed for a definite term, and 
not withdrawable on demand. Australian banks are 
thereby placed in a position of certainty regarding the 
dates of maturity of a large proportion of their liabilities, 
and they can extend overdraft facilities to a relatively 
high level, with the knowledge that a certain margin will 
be quite sufficient to enable them to maintain their 
liquidity. The absence of local Call Money and Bill 
Markets has been a factor in this growth, as the Banks 
have turned to the advance as a means of investing funds 
which might otherwise have lain idle or been invested in 
some short-term avenue. Of further significance is the 
seasonal nature of the returns from Australia’s primary 
products which has been referred to already. During the 
Australian winter and early spring receipts are small and 
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production costs must be met. In this period producers 
utilise advances and draw upon accumulated deposits 
so that the ratio of advances to deposits tends to rise, and 
stand at a high figure. However, during the summer 
and autumn returns from exports are coming in steadily, 
so that advances decline and deposits accumulate. 
Australia is a young country with much developmental 
work still to be done; consequently there is no great 
volume of liquid funds and no Call Money Market. 
The absence of a Call Money Market and Commercial Bill 
Market has been met to some extent by the relatively new 
technique of Treasury Bills. The Treasury Bill first 
appeared in 1927, but did not attain any importance until 
the onset of the recent depression. It now forms a most 
important part of the Australian banking system, 
providing means whereby the Trading Banks can 
hold funds invested in Australia which are thoroughly 
liquid and earn a small rate of interest. Treasury Bills 
are discountable with the Central Bank, which has the 
power to charge for this facility whatever rate it thinks 
fit. In the absence of media for short-term investment, 
the Trading Banks had been forced to maintain heavy 
deposits with the Central Bank, upon which no interest 
was obtainable. The ability to keep a proportion of cash 
resources in a sound liquid security carrying a low rate of 
interest is an important factor bearing on banking costs, 
and the existence of this facility is important in deter- 
mining the rate of interest charged upon advances. At 
present a Treasury Bill Market does not exist, as Treasury 
Bills are available only to the Trading Banks. Moreover, 
the Central Bank pursues the peculiar policy of allocating 
Bills among the Trading Banks at its own price, and on 
some system of rationing devised by itself. Nor, so far as 
can be judged from the published figures, is the same 
system constantly followed. It has been argued that 
liquidity would be increased and an important step taken 
towards the establishment of a short-term Money Market 
if the use of Treasury Bills were broadened by permitting 
insurance companies and other large financial institutions 
to participate with the banks. When considering this 
suggestion, however, it must be borne in mind that, to the 
investor other than a bank, Treasury Bills meet serious 
competition as a form of short term investment from 
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savings bank deposits and from short period fixed mania 
with the Trading Banks. 

The ratio of advances to deposits is an important 
barometer indicating general trade conditions. A sub- 
stantial increase in the ratio at a time of rising prices and 
increasing trade may indicate that the Banks have been 
extending credit more rapidly than is warranted by the 
increase in production. 

Australia’s exports are predominantly to the United 
Kingdom, and even if the final destination of the goods is 
elsewhere the usual procedure is for finance to be arranged 
on a sterling basis. Each year, Australia has heavy 
interest payments to make in London. The Common- 
wealth Bank controls these, and it has entered into an 
agreement with the Trading Banks whereby each of the 
latter contributes its share of the total sum due in London. 
The Commonwealth Bank purchases these funds at a rate 
of exchange determined by it. The Commonwealth 
Bank advertises rates in terms of Australian currency, 
at which it will buy and sell English sterling. The 
Australian foreign exchange market, consisting of the 
Trading Banks together with a few ‘large financial and 
commercial institutions, is thus strictly controlled. 
The policy of the Central Bank is to alter the advertised 
rates at which it will buy and sell London funds only 
in the event of major changes in the country’s economic 
position and the institutions which deal in foreign exchange 
in the last resort must adhere relatively closely to the 
rates quoted by the Central Institution. 





Appointments and Ketirements 


Barclays Bank (D.C. & QO.) 

Mr. Herbert Leslie Melville Tritton, the Chairman of 
Barclays Bank (D.C. & O.), has been advised by his 
doctor that he should curtail his business activities. He 
has accordingly resigned the chairmanship of the Board, 
but will remain a director and a member of the London 
Committee. 

Sir John Caulcutt, K.C.M.G., the Deputy Chairman 
has been elected Chairman, and Mr. William Macnamara 
Goodenough has been elected Deputy Chairman. 
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Bank of British West Africa 


Mr. D. W. Paterson, General Manager of the Bank 
of British West Africa, Ltd., has retired after 43 years’ 
service. Mr. W. F. Becker, O.B.E., and Mr. W. J. Cook 
have been appointed Joint Head Office Managers. 


Bank of Scotland 

Colonel Norman Kennedy, of Doonholm, Ayr, has 
been appointed an Ordinary Director of the Bank of 
Scotland. Colonel Kennedy is Governing Director of 
James Kennedy & Co., Chairman of R. Y. Pickering & 
Co., and a Member of the Scottish Committee of the 
London Midland & Scottish Railway Company. 


Barclays Bank (France) 

Mr. Lionel G. Buxton has retired from the position of 
Administrateur Delégué in Paris of Barclays Bank 
(France), Ltd. He remains a Director of the Bank. 


British Linen Bank 

Mr. William T. Rodger, Agent at Greenock Branch 
of the British Linen Bank has retired after a long and 
valued service, and Mr. Robert Lockie Colquhoun, 
Agent at Fort William Branch succeeds him as Agent 
at Greenock. Mr. John Paterson Sutherland of Head 
Office succeeds Mr. Colquhoun at Fort William Branch. 

Mr. Thomas McAllan Munro, Accountant at West End 
London Branch has been appointed Assistant Manager 
at that Branch, while Mr. Walter Johnstone Wilson, 
Cashier, succeeds him as Accountant. 


Commonwealth Bank of Australia 

Sir Claude Reading has been re-elected Chairman of 
the Commonwealth Bank of Australia for the ensuing 
year. 


Lloyds Bank 

Mr. F. J. E. W. W. Denning has retired from the 
post of Manager of the St. Philip’s and Eastville Branches 
of Lloyds Bank at Bristol, after 47 years’ service. 
Mr. Denning was born in 1872, and educated at Ports- 
mouth Grammar School and Hope House Academy, 
Southsea. His first banking appointment was with the 
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Wilts & Dorset Bank at Cheltenham Road, Bristol, in 
1901. After their amalgamation with Lloyds Bank 
he was appointed Manager of Lloyds Bank, E. Boscombe, 
Bournemouth in 1916, and in 1924 became Manager of 
St. Philip’s and Eastville. 

Mr. J. E. J. Rees from Temple Gate, Bristol has been 
appointed to succeed Mr. Denning as Manager at St. 
Philip’s and Eastville. 


Lloyds & National Provincial Foreign Bank 

The Directors of Lloyds & National Provincial 
Foreign Bank have appointed Mr. J. E. Scatcherd to 
be Manager of the City Office in succession to Mr. F. 
Gould who has relinquished his position. Mr. Scatcherd 
has been in the service of the Bank for many years, 
and was prior to this appointment, Manager of the 
Roubaix Branch. 


Martins Bank 

Mr. W. O. Roberts has been appointed Manager of 
St. Luke’s Branch, Southport, of Martins Bank, which is 
being raised to the status of a full Branch. 


Midland Bank 

The Directors of the Midland Bank announce that 
they have elected Sir George Arthur Mitchell, LL.D., 
a Director of the Clydesdale Bank, Limited, to a seat on 
their Board. 


Union Bank of Scotland 

Mr. John G. Keith, Branch Manager of the Head 
Office of the Union Bank of Scotland at Glasgow, has 
retired after long and much appreciated service. He is 
succeeded by Mr. William John Hall Smith, Chief 
Inspector.. Mr. Dugald Macdougall Nicolson succeeds 
Mr. Smith as Chief Inspector. 


American Banking 


By a Correspondent 


HE severe decline in the stock market which 
amounted, between mid-August and early October 
to over 25 per cent. on the average, and to 4o 

and 50 per cent. in the case of many issues, has made 
the financial outlook in the United States extremely 
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obscure. ‘ieee the fall of stock prices, there 
has been a mounting feeling of pessimism in financial 
circles, which has led to quite general predictions of 
a severe business depression. 

Statistically there appears to be no basis for the 
expectation of more than a moderate recession. None 
of the conditions which normally precede a depression, 
such as tight money, over-extension of bank credit, and 
unsound speculative positions, are at the moment in 
evidence and, in spite of some recent slackening in 
industrial operations, particularly in the steel industry, 
business, as a whole, is still far better than business 
sentiment. Nevertheless it must be recognised that 
sentiment plays an important part, and if enough business 
men and financiers are convinced that a depression is 
coming it may very likely come. 

The stock market’s fall appears to have been only 
partly related to actual business conditions. It was far 
more the product of an accumulated dissatisfaction on 
the part of wealthy individuals with the policies of the 
Government. High taxes, high margins, the restraints 
upon speculation, especially upon speculation by so-called 
insiders, the publicity given to transactions of large share- 
holders and the general resentment against the New 
Deal’s unfriendly attitude towards men of wealth, 
combined with genuine alarm over the continued failure 
of the Government to reduce expenses and thus balance 
the budget, had created a feeling that the rewards of 
ordinary business and financial risks were not worth while. 

There is, in a sense, a strike of capital, a strike which 
is in no degree organised and which was, for the most 
part, not even premeditated, but which sprang from the 
accumulated sense of frustration and resentment created 
by the long sequence of restrictive New Deal measures. 

In the circumstances the “money managers” in 
Washington have tried another dose of their favourite 
remedy—easy money. In a move which apparently 
contradicted their previous policy of reduced rediscount 
rates, undertaken in August, the Federal Reserve and 
Treasury officials announced on September 12 that they 
were going to increase excess bank reserves once more. 
To eftect this the Treasury released $300 millions of 
sterilised gold held in its inactive fund, depositing the 
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proceeds in the Federal Reserve Banks, and immediately 
spending them to redeem maturing bills. The Reserve 
Banks, it was announced, would follow this up later 
in the year by renewed open-market purchases of govern- 
ment securities. 

Ostensibly designed to meet an expected large autumn 
credit demand, the step appeared on the face of it to be 
aimed chiefly at bolstering up sentiment in business 
and stock market circles. It was apparently an attempt 
to revive in some degree the inflationary psychology 
which the authorities had been at such pains to kill last 
spring. As such it has been without success. It has had 
some influence in supporting the prices of government 
securities and has forestalled the moderate firming of 
open-market money rates which had previously been 
anticipated. It means, presumably, that the reduced 
rediscount rates which were instituted in August with 
so much ostentation will have been a useless gesture, 
for the need for re-discounting has been obviated by 
the fresh dose of excess reserves. 

As a result of this action excess reserves of the member 
banks of the Federal Reserve System, which had fallen to 
some $750 millions have been restored to $1,060 millions, 
the largest figure since before the last increase in reserve 
requirements which went into effect on May 1. New 
York City banks were the principal beneficiaries of the 
move and their excess reserves were lifted from some 
$75 millions early in September to above $400 millions 
at the end of that month. So far no additional purchases 
of government securities have been made by the Reserve 
Banks, but it is anticipated that these will take place 
when the seasonal rise of money in circulation begins to 
reduce outstanding excess reserves. 

At the same time as its renewed ‘“‘ easy-money ”’ 
measures the Federal Reserve Board issued in September 
revised regulations governing discounts and advances 
to its member banks. Revision of the regulations had 
been due since the passage of the Banking Act of 1935, 
which had greatly widened the discount privilege. 
Under the Act two classes of loans may be made: 
A preferred class based upon the pledge of assets which 
conformed, in general, to the standard of eligibility 
previously in existence and a second class, based on less 
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preferred assets which could be made only at a rate at 
least } per cent. above the regular rediscount rate. Ad- 
vances under this second class could be made against any 
assets considered acceptable by the Reserve Banks. 

The item of chief interest in the new regulations was 
the admission of instalment finance paper to the preferred 
class which was accomplished by dropping the phrase 
“in the first instance ’’ from the Reserve Board’s defini- 
tion of eligible paper. Under the earlier regulations 
paper to be eligible had to be used “ in the first instance 
in producing, purchasing or marketing of goods.”’ Finance 
paper, of course, is used in the second instance and, 
without the change of definition would have been 
acceptable for rediscounting only at a rate higher than 
the normal rediscount rate. 

For the time being the change is of only academic 
interest because there is no occasion in the existing 
condition of large excess reserves for the banks to resort 
to rediscounting. It has, however, received a good deal 
of attention as a further example of the extent to which 
the Federal Reserve System has departed from its 
original concepts. Another interesting item in the new 
regulations was a requirement that any Reserve Bank 
lending less than the face amount of United States 
Government securities pledged as collateral should submit 
an explanation of the circumstances to the Federal 
Reserve Board. This was interpreted as tantamount 
to a guarantee that government securities could always 
be ‘‘ melted down ”’ at the Reserve Banks at par value, 
regardless of the market value. 

The course of bank credit has been one of continued 
expansion of commercial, industrial and agricultural loans, 
with continued shrinkage of investments in government 
securities, and with a net decline in total outstanding 
credit. The position of the reporting member banks 
of the Federal Reserve in Io1 leading cities of the country, 
as at September 29, compared with a month and a year 
ago, is given opposite. 

Commercial, industrial and agricultural loans are 
now $578 millions above their level at the end of last 
May, the earliest date for which exact comparison is 
available, and are estimated to be at least £1,000 millions 
above the low point of the year last January. 
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(In millions of dollars.) 
Increase or decrease 
since 
Sept. 29, Sept.1, Sept. 30, 
1937 1937 1936 
Demand deposits adjusted Zs 14,864 — 60 — 252 
Deposits of foreign banks .. xy 569 — 16 + 85 
Total loans and investments es 22,026 — 293 — 656 
Commercial, industrial and agricul- 
tural loans a ay - 4,810 
Loans to brokers and dealers in 
Feige sui - 1,227 m i So 
Government’s ‘direct. and in- 
pa oat sis oi oy ici 9,034 289 —1,558 
Other securities e is 2,988 1 19 — 349 
Reserves © - ae - 5,488 + 302 + 465 
* Comparison not available. 

As a result of their increased business loans the New 
York City banks, for the most part, showed improved 
earnings in their third quarter reports, despite a general 
decline in assets and in deposits. This improvement 
did not, however, protect the prices of their shares in the 
general liquidation of securities. The bank stocks have 
been greatly depressed and, in a few cases, are selling 
at prices not far above where they were at about the 
time of the bank holiday in 1933 

Although the existing deep pessimism and the crushing 
fall of security prices makes prediction more than usually 
hazardous, the best-informed opinion in banking circles 
is that there will be no major recession in business, but 
that recovery will be resumed after a period of setback. 
One of the chief questions is the attitude that the Govern- 
ment will take in the face of the let-down that is now 
occurring, and the increase of unemployment that is 
likely to accompany it. In the light of its past record 
the Roosevelt Administration might be expected to take 
these developments as a signal for further pump-priming 
which would mean continued deficit financing. If that 
proves to be the case there is at least the possibility 
that banks will prove unwilling to absorb additional 
large amounts of new government securities, forcing 
the Treasury to resort to further use of “ sterilised ” 
gold and possibly to further purchases of government 
securities by the Reserve Banks. 


* 
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French Banking 


By M. Mitzakis 
‘lL « franc had another animated month. After 





depreciating from 133 to 147 to the pound during 

the first half of September, it was maintained for 
a while about 1444 through almost continuous support 
by the Stabilisation Fund. Notwithstanding a reassuring 
Government statement, the adverse pressure on the 
franc became accentuated at the beginning of October, 
and a new strategical retreat to 150 became necessary. 
Fortunately a favourable reaction from October roth 
made it possible for the franc to recover part of the 
lost ground, and within a few days the rate had appre- 
ciated to 147-10. The Stabilisation Fund recovered 
part of the foreign exchange which it had used up in 
defence of the franc. 

It is impossible as yet to foresee at what level it will 
be possible to maintain the franc. Admittedly, the 
result of the Cantonal election was much less “ Red ”’ 
than had been anticipated. The Communists have made 
practically no progress, in spite of the strong campaign 
conducted in their favour. The budgetary disequilibrium 
which is another cause of the weakness of the franc, 
also seems less hopeless, thanks to the wise financial 
policy of recent months, indicated by M. Blum’s recent 
speeches and by the figures of the budgetary estimates 
for 1938. Nevertheless, there are other causes for the 
uncertainty of the franc, especially the increase of the 
public debt, the adverse trade balance and the uninter- 
rupted rise in commodities amidst an atmosphere in 
which the workmen's claims are still far from having 
been satisfied. 

The tendency of the discount on forward francs is in 
itself sufficient indication of the persistent fears concerning 
the future of the franc. For some weeks past the discount 
for three months has been fluctuating between 5 and 
10 francs, and at the beginning of October it rose to 
12 francs. In the money market the tension has been 
relieved from time to time, since the end of September. 
Some of the rates quoted were entirely nominal, and 
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did not indicate the stringency caused by the outflow 
of capital and the absence of repatriations. 


End of Endof End of 
July Aug. Sept. 
7. 0/ o 

Banque de France rediscount rate 33 
Market rate of discount 
Day-to-day money oes oe 
Loans on Bons de la Dé fense Nationale :— 

Market rate for one month 

Market rate for 3 months 
Rates on loans on securities :— 

On the Parquet 

On the Coulisse 


Although the epee al he — of France return 
are independent of the special and secret account of the 
Stabilisation Fund, they indicate with some delay the 
inflationary effect entailed by the depreciation of the 
franc. 


i 
an 


on 


wn _huUU 


Own 
rhe ee 


End of End of End of 
July Aug. Sept. 


(in millions of francs) 
ASSETS. 

Gold Reserve ; i a 55,077 55,717 
Foreign Exchange reserve » (total) ys 934 896 

Sight . é = EB ef 14 15 

Time ar ais sis as is 920 881 
Discounts (total) .. sa KA dion 10,830 8,186 
Advances on bullion = a a 1,099 1,099 
Advances on securities .. ae ee 4,465 3,945 
Advances up to 30 days .. os as 959 1,142 
Bonds of the Caisse Autonome .. isa 5,641 5,637 
Provisional advances to the State— 

(a) Regularisation of previous advances 12,127 12,516 

(b) New advances oe er fe 10,000 10,000 
New advances, 1937 sa a sa 1,760 3,900 


LIABILITIES. 
Note circulation .. ‘es 89,307 90,001 
Current and deposit accounts (total) a 18,375 17,119 
of which— 
Treasury ae bis 38« 
Caisse Autonome as ‘ui Si ,0 2A 
Private Accounts oy is a 670 14,720 
Total of sight liabilities .. re ss a 083 107,121 
Percentage of gold cover : ae 4 52°01% 50°91% 
The returns for September : 30 and pict 7 call for 
several observations. While the gold reserve has remained 
N 
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stationary since the end of July at about Frs. 553 milliards, 
the amount of sight liabilities has increased, leading to 
a decline of the reserve ratio from 51-70 to 50°65. The 
increase of sight liabilities is due partly to the increase 
of the note circulation (there has been an addition of 
more than Frs. 2 milliards since the end of June, 1937) 
and of current accounts, which has increased by more 
than Frs. 5 milliards since the middle of this year. The 
return for October 7 shows a further increase of Treasury 
borrowing by Frs. 920 millions, bringing the total of 
so-called provisional advances to Frs. 4,820 millions, 
apart altogether from the Frs. 22 milliards used by the 
previous Government by virtue of the agreement of 
June 18, 1936. The item of advances on bullion, which 
amounted to Frs. 1,099 millions at the end of August 
disappeared altogether during the last week of September. 
This advance was made in 1931 to the Bank of Spain 
for the purpose of stabilising the peseta. New advances 
of gold were suspended some time ago in the interest of 
the defence of the franc, and the monetary authorities 
considered it wise to expedite the liquidation of the 
Spanish advances by means of releasing the gold which 
served as a security. This operation entailed a provisional 
increase of assets on September 30. 


















COMBINED BALANCE SHEET OF THE CREDIT LYONNAIS, COMPTOIR 
NATIONAL D’ESCOMPTE, SOCIETE GENERALE AND CREDIT INDUSTRIEL 
ET COMMERCIAL. 





3Ist 31st 3Ist 
July, Jan., July, 
1930 1937 1937 
















ASSETS. (in millions of francs) 

Cash in hand and with the Bank of France 
and coupons... ais We 3.414 3,027 2,987 

Balances with other B<z inks and Corres- 
pondents. . - 1,604 2,651 3,374 
Discounts and Bons de la Défense ea 15,203 18,113 16,137 
Advances and loans ‘a = By I,1gI 1,519 1,373 
Current Account Debtors “ “ 7,189 7,929 8,276 





LIABILITIES. 







Current Accounts and Deposits .. 5.334 29,832 29,869 
Bills payable 359 561 570 
Investments ; 225 22¢ 22 

Capital and reserves 2,877 2,878 2,879 





= 


Percentage of liquidity (proportion of 
cash to deposits) én “ + 13°48% 11°53% 10'27% 
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The repercussions of developments in foreign exchange 
since July are also visible in the monthly returns published 
by the four leading French banks. They disclose a 
decline in liquidity compared with a year ago, and 
especially compared with earlier years. The cash holdings 
declined, and at the same time the total deposits and 
current accounts decreased by more than Frs. 4 milliards. 
This item includes probably the deposits in terms of 
foreign currencies. It is true that on the Assets side, 
balances with other banks or with correspondents more 
than doubled within a year for the same reason. The 
position of the leading banks remained very solid, and 
their co-operation in the work of financial reconstruction 
is assured. At a meeting held at the Bank of France 
at the end of September, their representatives confirmed 
that they would not fail to insist that their customers 
should justify their requirements of forward exchange on 
commercial grounds. 

The policy of the supervision of forward exchange 
operations in order to prevent speculation should not be 
regarded as a preliminary step towards formal exchange 
control. The Minister of Finance quite recently declared 
his intention of maintaining the freedom of the foreign 
exchange market. He emphasised, in the course of an 
interview, that, given the size of the capital that has 
already left France, the adoption of exchange control 
would be largely inoperative, and that it is much more 
important to encourage by every possible means the 
repatriation of capital through the restoration of confi- 
dence, the increase of national production and the 
restoration of industrial peace. 

One of the chief worries of the Government is the 
deficit of the French trade balance. For the first nine 
months of the year this deficit amounted to Frs. 13,283 
millions, on a total turnover of Frs. 47 milliards. During 
the corresponding period of 1936 the deficit was only 
Frs. 6,766 millions. Thus it was more than doubled 
within a year, in spite of a depreciation of the franc by 
more than 50 per cent. which should have stimulated 
exports. In fact, the tonnage of exports hardly increased 
by 5 per cent., while that of imports increased by more 
than 30 per cent., as a result of large raw material pur- 
chases for the purpose of investment. Another worrying 
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phenomenon is that exporters are inclined to keep 
abroad the proceeds of their sales, thereby aggravating 
the adverse pressure on the franc. 

Such is the situation of the franc four months after 
its elasticity was restored. Fortunately there are also 
encouraging items in the balance sheet of the situation, 
and their importance should not be underestimated. 
It is beyond doubt that the budgetary situation has 
improved and that Treasury bonds maturing on October 5 
were covered by a conversion operation. Since August 
the Treasury receipts distinctly indicate the result of the 
measures taken by decree since July. The budgetary 
estimates for 1938, submitted to the Finance Committee 
of the Chamber, show an equilibrium, receipts amounting 
to Frs. 53°7 milliards and expenditure amounting to 
Frs. 52:2 milliards. Admittedly, this ordinary budget 
does not include the extraordinary expenditure on 
national defence, or certain capital expenditure for 
public works, whose total is Frs. 13-6 milliards; this 
amount is to be financed by means of borrowing, but the 
amount does not seem to be in excess of the absorbing 
capacity of the market. 

The Government statement of Rambouillet indicated 
that in the interests of national production the Govern- 
ment intends to secure a more elastic application of the 
40-hour week. Without altering the principle of this 
law, it is officially declared that the terms of its application 
should be varied according to the type of undertaking. 
At the same time, the Chautemps Government declared 
its determination to defend the franc by means of a 
liberal policy free of exchange control. The conclusion 
of a Swiss loan of Sw. Frs. 200 millions for the French 
railway companies augurs well for the work of reconstruc- 
tion in progress. Thus in spite of the elements of 
uncertainty, the French economic situation carries the 
possibility of recovery so long as progress is not reversed 
by a revival of political agitation. The renewal of the 
London credit would further strengthen the favourable 
tendency and would remove one of the clouds which are 
still on the monetary horizon of France. 
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German Banking 


By a Correspondent 


HE restoration to private ownership of the Govern- 
ment-owned shares of the Berlin branch banks 
took place sooner than had been anticipated. 
Towards the middle of September, the Dresdner Bank 
announced the conclusion of an agreement with the 
Government by which the liabilities arising from the 
support given by the authorities in 1931 were settled 
through a single payment. To that end the Bank’s inner 
reserves were used. By virtue of this agreement, the 
Dresdner Bank shares held by the Gov ernment and by the 
Gold Discount Bank were sold, partly on the bourse and 
with the assistance of other banks, and partly over the 
counter of the Dresdner Bank itself. It was possible to 
announce the conclusion of the transaction by October 4. 
Not very long ago, about go per cent. of the share capital 
of Rm.150 millions was held by official quarters. This 
amount has gradually declined in the course of the last few 
months, as a result of the growing demand by investors 
for bank shares. Nevertheless, until quite recently the 
official holdings of Dresdner Bank shares must have been 
at least Rm.100 millions. Its realisation within a fort- 
night is all the more remarkable as it took place in a large 
number of smallitems. The total number of items of more 
than Rm.1 million was only about Io per cent. of the 
capital. 

A few days before the announcement made by the 
Dresdner Bank, the Commerz- und Privatbank announced 
that the last remaining block of its shares, hitherto held by 
the Gold Discount Bank, had been sold to private 
interests. Thus the shares of the three big Berlin banks 
are now once more held entirely by the public. The 
Deutsche Bank und Disconto-Gesellschaft, official partici- 
pation in whose shares was the smallest, had attained this 
end by the beginning of the year. This institution has 
now closed a chapter, in that it has relinquished the double 
name which it assumed in 1929 on the occasion of its 
amalgamation, and will henceforth be known once more 
under the name of Deutsche Bank. 
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When after the banking crisis of 1931 the banks were 
assisted from official quarters, not only through the 
acquisition of share holdings but also through the cession 
of Treasury bills to cover losses, it was widely believed 
that the official participation would constitute a perpetual 
mortgage burdening the banks, and that this process was 
hardly distinguishable from nationalisation. Subse- 
quently it became evident that neither the banks them- 
selves nor official quarters considered the official participa- 
tion in the share capital of the banks as permanent. 
Government supervision and influence was secured in a 
different way through the banking law of 1934, based on 
experience acquired during the crisis. It placed banks 
under special supervision and made the publication of 
detailed figures compulsory. Moreover, the whole prob- 
lem of the relations between the Government and the 
banks has assumed a different aspect since 1933, because 
since then the Government has taken a stronger direct 
initiative in economic management and in doing so places 
the control of the economic system in the hands of the 
Central Bank, to a larger degree than is generally realised 
abroad. In any case, it would have been impossible to 
restore the bank shares to private ownership without the 
economic developments of the last few years. In spite of 
the contraction of the banks’ earnings through the decline 
of profits on foreign exchange transactions under the 
régime of controlled foreign trade, it enabled banks to 
work once more on a profitable basis. Through the 
thawing of the frozen credits, the banks were enabled 
to constitute inner reserves; the rise in security 
prices secured the same effect. At the same time the 
general restoration of liquidity made it possible to place 
loans and share issues, subject, of course, to the official 
control of the capital market. This development made it 
possible to restore the shares to private ownership. The 
Government took over altogether Rm.104 millions of 
Dresdner Bank sharesand Rm.11 millions of Commerz-und 
Privat bank shares, making a total of Rm.115 millions. 
On the basis of the current quotations of these shares, their 
sales must have yielded the Reich something like Rm.125 
to 130 millions, a useful addition to the resources obtained 
through the recent consolidation loan. 

The big Berlin banks announced that the result of the 
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first half of 1937 was satisfactory. The turnover 
increased further. Compared with last year, outside 
resources increased, especially savings deposits and 
genuine customers’ deposits, in spite of the withdrawals 
for investment purposes. The repayment of loans and 
advances slowed down. In fact, during the last few 
months the amount of those items increased slightly. On 
the Assets side, the discounts and investments increased. 
The monthly balance sheets of the leading banks for 
August showed the effect of the recent Government loan. 
Discounts declined, investments increased. The favour- 
able tendency also continued as far as the savings banks 
were concerned. 

Demand for accommodation from the Reichsbank was 
particularly strong at the end of the quarter. Loans 
increased by Rm.850 millions compared with Rm.645 
millions in 1936 and RKm.577 millions in 1935. The 
demand for accommodation was, of course, somewhat 
lower than at the end of the half-year, but the total 
outstanding loans granted by the Central Bank amounted 
to Rm.5,462 millions against Rm.4,984 millions at the 
end of September, 1936. A new high record was thus 
reached. This increased demand for accommodation was 
partly due to the fact that the banks increased their 
balances with the Central Bank to no slight extent. The 
monetary circulation also increased, reaching Rm.7,265 
millions at the end of September, an increase of Rm.614 
millions compared with last year and of more than a 
milliard compared with 1935. During the first week of 
October the total outstanding loans granted by the 
Reichsbank declined by 38 per cent. of the amount lent 
before the turn of the month, compared with 41 per cent. 
last year. The Gold Discount Bank showed in September 
a further decline of the amount of its promissory notes 
from Rm.622 millions to Rm.512-5 millions which was 
also an indication of increased demand for funds at the 
end of the quarter. The outside resources of the banks 
increased. The Conversion Office for German external 
debts showed at the end of September an increase of its 
liabilities to Rm.606-8 millions, against Rm.603-4 
millions at the end of August. 
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International Banking Keview 


SWITZERLAND 
A SWISS banking group headed by the Crédit Suisse 


has concluded a loan of 200 million Swiss francs 

with the French railway companies. The interest 
was fixed at 4 per cent. and the issue price was 99. The 
loan is repayable in two years, and is issued in terms of 
Swiss francs, but the holders will have the option of 
repayment in dollars. There is no specific gold security, 
but the Bank of France has given an informal undertaking 
to do its utmost to provide the foreign exchange required 
for the repayment. It is understood that prior to the 
conclusion of the transaction, the French Government 
agreed to make certain commercial concessions to Switzer- 
land, and also agreed that in future French branches of 
Swiss banks should be taxed on the earnings of the 
branches only and not on the earnings of the main institu- 
tion, as hitherto. The proceeds of the Swiss railway loan 
will be used for the repayment of the French railway bills 
issued in Belgium. The repayment of these bills has 
become necessary because it is no longer easy to place 
them abroad owing to the discount on forward belgas, 
which makes the covering of the exchange risk a costly 
operation. Part of the Swiss loan is understood to have 
been placed abroad. 

Measures concerning the regulation of the movements 
of capital to and from Switzerland are understood to be 
under consideration. The Swiss National Bank is anxious 
to control the export of capital, and its management would 
like to secure the right to veto the introduction into the 
Swiss market of foreign securities which it considers 
undesirable. Measures to stem the influx of refugee 
capital are also being considered. 


ITALY 


The value of the tourist lira has been lowered further, 
and is now fixed at 104. This measure was considered 
necessary owing to the further depreciation of the franc, 
which in the ordinary course of events would tend to divert 
winter tourist traffic from Italy to France. Another reason 
why it was decided to stimulate tourist traffic was the 
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growing adverse trade balance this year. Although the 
visible adverse balance is partly counteracted by invisible 
exports, judging by the fact that Italian balances in 
New York showed a decline during the first half of this 
year, invisible items did not altogether cover the deficit. 

There has been some talk about the possibility of an 
Italian loan in London. Although in one or two instances 
the amount of Italian acceptance credits is understood to 
have increased recently, the question of a loan is not 
seriously considered. Owing to the international political 
situation, such a transaction would meet with the utmost 
opposition. 

SWEDEN 

During the month of September the continual slump 
on Wall Street gave rise to a selling wave on the Stockholm 
Stock Exchange, which pressed the Swedish S.E. index 
from 178 to 159 (100 = par value) and reduced the value 
of the entire stock list from Kr. 3,070 millions to Kr. 2,670 
millions. This flight from stocks further increased the 
already abnormal liquidity of the money market, and as a 
result the joint-stock bank’s cash and at Bank of Sweden 
holdings rose during September by Kr. 18 millions to a 
total of Kr. 858 millions, a new high record. The fact that 
of this reserve Kr. 696 millions are idle deposits at the 
Bank of Sweden, which do not carry any interest, while 
the banks have to pay to their depositors } to 1 per cent. 
on sight accounts and up to 2 per cent. on time deposits, 
has induced the Swedish Bank Association to undertake a 
differentiation of interest rates on various categories of 
deposits. Thus it has been decided in principle to 
maintain the present rate of 2 per cent. for time deposits 
up to Kr. 300,000, but to reduce the rate for the balance 
exceeding this amount to I per cent. On deposits lodged 
at a fortnight’s notice up to a balance of Kr. 200,000 the 
present rate of 1 per cent. will be maintained, while on the 
excess balance the yield will be only $ percent. On sight 
accounts the now ruling rate of $ per cent. will be main- 
tained. This reduction of interest rates will naturally to 
a certain extent reduce the bank’s losses on unemployed 
funds. 

In connection with the prevailing trade liveliness, 
which results in an influx of export proceeds to the joint- 
stock banks, deposits show a further net increase of 
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Kr. 37 millions during September, and total deposits have 
now reached the figure of Kr. 4,184 millions. A noticeable 
feature has been the increase in sight deposits of no less 
than Kr. 62 millions, against a reduction in time deposits 
of Kr. 25 millions. Besides the export expansion and 
the flight from stocks, which entail a corresponding 
growth of sight deposits,this shift from time to sight 
accounts is caused by the present low interest rate on time 
deposits. Advances rose by Kr. 35 millions to a total of 
Kr. 4,076 millions. Of the net increase Kr. 22 millions 
refer to mortgage loans. 

The foreign currency reserve of the Bank of Sweden 
and the joint-stock banks showed during September a 
further increase. Thus the aggregate balances with 
foreign banks of the State and private banks plus their 
holdings in foreign bills and bonds rose by Kr. 50 millions 
to Kr. 1,327 millions, while balances owed to foreign 
banks rose by Kr. 22 millions to Kr. 337 millions. This 
resulted in a net increase of foreign holdings by Kr. 28 
millions to a total of Kr. 989 millions. At the same time 
the Bank of Sweden’s gold reserve rose by Kr. 600,000 to 
Kr. 467-7 millions. 

The Uplands Enskilda Bank, one of the medium-sized 
banks, followed the example of the Skandinaviska 
Kreditaktiebolaget, by founding a special investment 
trust, to which the bank sold a considerable block of 
stocks out of its share portfolio. The shares of the 
investment trust, the Aktiebolaget Koelen, to an amount 
of Kr. 1-6 millions, were offered for subscription to the 
Uplands Bank’s shareholders. Through this transaction 
the Bank has further consolidated its position which will 
probably enable the Board to resume dividend payment 
next year. 

CZECHOSLOVAKIA 

The Czechoslovak National Bank has concluded an 
important agreement with the Bank for International 
Settlements, by virtue of which the latter will grant a 
credit to the National Bank to the amount of about 
£700,000. The object of this transaction is to enable the 
Czechoslovak exporters to obtain an early settlement of 
their foreign claims and to bring relief to the money 
market and foreign exchange market in general. The 
Czechoslovak National Bank will re-lend the amount 
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thus obtained for three months to the local banks, which 
in turn will place the krone equivalent of the amount at 
the disposal of the exporters. The latter will thus obtain 
cash immediately, instead of having to wait for three 
months. The prolongation of the credit beyond three 
months is not envisaged. 


TURKEY 

The Turkish Central Bank decided recently to dis- 
continue all advances to Turkish exporters to Germany. 
This drastic measure became necessary because of 
excessive Turkish exports to Germany under the exchange 
clearing arrangement, leading to the accumulation of a 
frozen balance of 50 million Turkish pounds. It had 
come to the notice of the Turkish authorities that 
Germany had been pursuing the practice of re-exporting 
the goods bought from Turkey so as to obtain free 
exchange, while payment to Turkey remained withheld 
under the clearing agreement. Asa result of this practice, 
Turkish exporters became heavily indebted to the 
Central Bank, and at the same time German re-exports 
competed with their normal exports to other countries. 

A new agreement has now been concluded between 
the Turkish and German Governments, based on the 
principle of balancing trade between the two countries. 
Arrangements were made for the speedy liquidation of a 
large part of the frozen balances on the clearing account. 


BRAZIL 


Preparations are actively being made for the establish- 
ment of the new Central Bank proposed by the Niemeyer 
report in 1931. The capital of the proposed bank will be 
60,000 contos of reis. Of this amount, 20,000 contos will 
be contributed by the Government, 30,000 by other 
banking institutions, and 10,000 by the public. It is 
presumed that the new Central Bank will take over the 
gold which the Banco do Brasil has bought on account 
of the Government, and whose total at the end of June 
last was about 25,000 kilos. The circumstances in which 
the new institution is expected to begin to operate will be 
none too favourable, since inflation is going on unabated. 
The note issue is increasing. The Government has just 
authorised an additional issue of 5,000 contos for the 














144 THE BANKER 
purpose of purchasing coffee for destruction up to the 
end of 1939. 

ROUMANIA 


The fourth annual meeting of the Governors of 
the Central Banks of the Little Entente (Roumania, 
Yugoslavia and Czechoslovakia) was held in Bucharest 
in September. The meeting was presided over by M. 
Mititza Constantinesco, Governor of the National Bank 
of Roumania, who delivered an address giving a survey 
of the economic developments in Roumania, and ex- 
amining the possibility of closer economic collaboration 
between the countries of the Little Entente. He pointed 
out that Roumania’s trade balance had improved, 
and that the foreign exchange situation had become 
distinctly easier. He emphasised that the object of the 
National Bank of Roumania was the restoration of the 
freedom of exchanges, and that to that end he aimed at 
the replacement of clearing agreements by transfer 
agreements. 








Books 


THE WoRLD ECONOMIC SURVEY, 1936-1937. Published 
by the Economic INTELLIGENCE SERVICE, LEAGUE 
OF NATIONS. Geneva, 1937. (London: Allen and 
Unwin. Price 6s. net.) 


THE current volume of the League of Nations 
Economic Survey covers a very interesting period, 
including the devaluation of the Gold Bloc currencies 
and the gold scare. The chapter dealing with devaluation 
is entitled ‘‘ The Alignment of Currencies,’’ presumably 
to spare the susceptibilities of some of the countries 
concerned. The survey also seeks to whitewash the 
Swiss and Dutch authorities, whose prestige suffered 
through the devaluation of their currencies immediately 
after they had denied all intention of devaluing. It 
states that there was at first no intention of devaluing 
either the Swiss franc or the Dutch guilder, even after 
the devaluation of the French franc, but that the heavy 
drain of gold forced them to reverse their decision. 
Regarding the gold scare, the survey concludes that it is 
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difficult to see how a reduction in the price of gold could 
remedy either the maldistribution of gold or the increasing 
production. The conclusions are sound, but then the 
survey was written some two months after the end of the 
gold scare. It would be interesting to know what the 
conclusions would have been had it been written some 
three or four months earlier. For the rest, the survey 
follows the line of its predecessors. It covers a wide 
field and covers it well. 





THE SoctaList CAsE. By DouGias Jay. (London, 
1937: Faber & Faber. Price 7s. 6d. net.) 


IN case the title of this book and the colour of its cover 
should mislead people into believing that it is just another 
of the usual political propaganda books, it is necessary 
to point out that Mr. Jay confines himself almost exclu- 
sively to the economic problems of socialism v. capitalism. 
The author, who is City Editor of The Daily Herald, 
deals with remarkable thoroughness with recently 
published works on economics, and especially with 
Mr. Keynes’ latest work. He is against the extreme 
solution of abolishing the price system, as has been done in 
Soviet Russia, but favours its modification in such a way 
as to lead to a more equal distribution of incomes. Most 
of our readers may strongly disagree with Mr. Jay’s 
views, but they could do worse than become acquainted 
with the economic foundations of Socialism through 
reading this book with the care it deserves. 





INTERNATIONAL MONETARY IssuES. By CHARLES R. 
WHITTLESEY. (New York, 1937: McGraw Hill 
Publishing Company. Price 15s. net.) 

AFTER the flood of literature of the “ Stabilise or 
Perish ’’ type, it is a refreshing change to come across a 
book by an academic economist who is against stabilisa- 
tion. Another aspect in which Professor Whittlesey 
differs from most of his academic colleagues is that he is 
not afraid of dealing with technical problems such as 
those of forward exchange. The technical specialist 
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would, however, take exception to some of his findings. 
For instance, his opinion that the cost to trades of covering 
the exchange risk is not likely to be of sufficient 
importance to influence the volume of trade is contrary to 
recent experience, in France and some other countries. 
On the other hand, he is right in saying that adherence to 
gold, far from safeguarding against violent fluctuations in 
forward exchanges, tends to accentuate them. Professor 
Whittlesey is in favour of forward exchange operations 
by Central Banks. 


SOME MODERN BUSINESS PROBLEMS. A series of studies 
edited by Arnold Plant. (London, 1937: 
Longmans Green & Co. Price 7s. 6d. net.) 

TuIs volume includes essays by Arnold Plant, P. A. 
Wilson, F. W. Paish, Frederick Brown, R. S. Shone, 
Stanley W. Rowland and R. S. Edwards. The problems 
dealt with range from technical problems of business 
administration to fundamental problems of trade. The 
hall-mark of the London School of Economics is clearly 
recognisable in most of these essays. For instance, inan 
essay on ‘“‘ Movements of Interest Rates,’’ Mr. F. W. 
Paish is inclined to over-emphasise the effect of changes 
in short-term interest rates on business activity. In 
trying to make out a strong case, he quotes, however, a 
rather unfortunate example. “It will be fresh in our 
memories,’’ he says, “‘ how the inability of the syndicate 
owning the pepper pool to obtain further finances 
precipitated a collapse of the price of pepper.” It is 
indeed fresh in our memories that at the time of the 
pepper crisis money was as cheap as ever, and that it was 
not any change in short-term interest rates but the 
unwillingness of bankers to grant any further financial 
facilities, at no matter what rates, that brought about 
the collapse. The example of the pepper pool has taught 
us two lessons : namely, that it is not the level of interest 
rates but the attitude of banks towards the borrowers 
that matters, and that there is no need for an all-round 
rise in interest rates (a remedy suggested in quarters not 
many miles from the School of Economics) to break a 
bubble in an isolated commodity or group of commodities. 
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THE BritisH Is_tEs. By Dr. L. DuDLEY STAmp and 
S. H. BEAveER. (London, 1937: Longmans, 
Green & Co. Price 25s. net.) 


THE second edition of this geographic and economic 
survey makes its appearance, four years having passed 
since the first was published. There are numerous 
revisions, the most extensive being made in the chapters 
on iron and steel, whilst the chapter on soils and the 
sections on hydro-electric power, artificial silk and Irish 
commerce have been largely re-written. The comprehen- 
sive nature of the survey may be gathered from the fact 
that the book contains over seven hundred pages, 
including a large number of maps, about a dozen of which 
have been re-drawn, many tables, graphs and photographs. 


THE SCOTTISH PROVIDENT INSTITUTION, 1837-1937. 
By M. D.-:STEvART. (Edinburgh, 1937: The 
Scottish Provident Institution.) 

THIS book has been published to mark the centenary 
of this great Scottish Life Assurance office. Tuesday, 
May 2, 1837, may be considered as the actual birthday of 
the Scottish Provident. It was on this day that a 
committee met, nominating fifteen directors, one of whom 
was a citizen of Edinburgh, “ William Fraser, Esq., 
Printer,’ to whom the Institution owes its “‘ Distinctive 
System ”’ of low premiums with deferred bonuses. From 
this point up to the present day the book traverses the 
history of the Scottish Provident. The end paper is a 
reproduction from a charming engraving made about 
1846 from the top gallery of the Scott Monument, the 
view including the sites of three Head Office buildings 
which the Institution has occupied. 





PUBLICATIONS RECEIVED 


SOCIALISM VERSUS CAPITALISM. By Professor A. C. 
Picou. (London, 1937: Macmillan & Co. Price 
4s. net.) 

MoNEY, BANKING AND CORPORATIONS. By Paul M. 
O’LEARY and JOHN H. PATTERSON. New York, 
1937. (London; Macmillan & Co. Price 5s. 6d. 
net.) 
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THE Way OvtT. 


Ivor Nicholson & Watson. 


PROFITS. 
(London, 1937: Virtue & Co. Price 


THE TAXATION OF 
ARMSTRONG. 
7s. 6d. net.) 


By SIR GEORGE PAIsH. 


THE BANKER 


(London, 1937: 
Price 6s. net.) 


By J. W. SCOBELL 


MONEY AND BANKING. By J. T. HoOLDSworRTH. Sixth 


edition, revised and enlarged. 


New York, 1937. 


(London : D. Appleton-Century Co. Price 15s. net.) 


INTRODUCTION TO MARINE INSURANCE. 
(London, 1937: Macmillan & Co. Price 


GALE. 
4s. 6d. net.) 


By JouHn W. 


REPORT OF THE ROYAL COMMISSION ON THE MONETARY 


AND BANKING SYSTEMS 


IN AUSTRALIA. (Pub- 


lished by the Government of the Commonwealth 


of Australia. Canberra, 1937. 


STRUKTURVERSCHIEBUNGEN 
WESEN. 


C. E. Poeschel Verlag. 


THE ECONOMIC POLICY OF 
FRANCE. By the Hon. GEORGE 
PEEL, author of “ The Financial Crisis 
of France’’ “‘ The Economic Impact of 
America’’, etc. 8/6 net. 

There is more than one reason why the British 

Public should be closely informed as to the 

economic policy now being pursued by France. 

Since the War, the fiscal relationship of France 

and Great Britain has grown much more inti- 

mate than before, and there is every sign that 
this will be the case increasingly in the future. 
Next, owing to political developments on the 

Continent, the stability of the French Republic 

is steadily becoming of more consequence to 

ourselves. 


A STUDY OF THE CAPITAL MAR- 
KET IN POST-WAR BRITAIN. 
By A. T. K. GRANT. 


‘« Will be of permanent value. . . . In his hands 
the most abstruse of economic theories becomes 
simple and straight-forward... . / A detailed 
and comprehensive study... . Provides much 


needed information on what has been a 
neglected aspect of the capital market.” —The 
Financial Times. 12/- net. 


MACMILLAN 





By Horst PECKOLT. 





Price 7s. 6d. net.) 


DEUTSCHLAND BANK- 
(Stuttgart, 1937: 
Price Rm. 9.50.) 


LONGMANS== 


SOME MODERN 
BUSINESS PROBLEMS 


FROM A SERIES OF LECTURES BY A 
COMMITTEE OF EXPERTS AT THE 
LONDON SCHOOL OF ECONOMICS 


Edited by ARNOLD PLANT 


Practical business men and _ students | 
will find a great deal to interest them 
in this book.—Lloyd’s List. 


7s. 6d. net | 


THE CURSE OF CREDIT 
By BARON R. DE LYNDEN 
Foreword by CHRISTOPHER HOLLIS 


An attempt to dig down to the founda- | 
tions of the orthodox system of credit | 


| management for a solution to the prob- | 


lems that beset theoretical economists | 
no less than practical financiers. 


10s. 6d. net 
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Economic Conditions in 
Roumania 


M. Miutitza Constantinesco’s Address 


The fourth Annual Meeting of the Governors of the 
Central Banks of the Little Entente was held in Bucharest 
on September 29th last. The object of these meetings and 
the motives animating those responsible for financial 
policy in these three countries were thus explained :— 


“These periodic meetings of the Governors of the 
Central Banks of the countries which form the Little 
Entente have become necessary for the simple reason that 
those responsible for the economic policy of Roumania, 
Czechoslovakia and Jugoslavia realise that international 
economic relations are conditioned by difficulties in the 
monetary sphere. 

‘““ The monetary restrictions which are still in force in 
each of the three Little Entente countries, should be so 
applied as not to constitute an obstacle to the international 
exchange of goods, and particularly so as not to reduce the 
trade and commerce which goes on between the Little 
Entente nations. 

“Every year the chief item on the agenda for the 
meeting of the Governors is the search for ways and means 
of getting rid of the obstacles which block the path to an 
economic entente between the three friendly countries. 
The only method of realising that economic homogeneity 
which is the object of such steady effort on the part of the 
Governments of these three countries is a sincere and close 
collaboration in the sphere of finance. The fusion of the 
economic interests of Roumania, Czechoslovakia and 
Jugoslavia will not only consolidate the political bases of 
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the Little Entente, but will at the same time be the 
nucleus of a still greater collaboration, that between the 
nations living in the valley of the Danube. The Governors 
are fully conscious of the importance of the part whichthe 
Economic Little Entente can play in organising a Danub- 
ian bloc and so, whenever they hold their meetings, they do 
their utmost, by making as great reciprocal concessions as 
possible, to make more efficient the economic organisation 
of the Little Entente.”’ 


At this meeting, the Governor of the National Bank of 
Roumania, M. Mititza Constantinesco, gave an extremely 
interesting review of the economic condition of Roumania 
and discussed the problems actually confronting her. 
M. Constantinesco said :— 


“The importance of these meetings—we are now at 
the fourth—I need hardly explain again, for it is made 
evident not merely by the concrete results obtained in 
actual practice thanks to the joint and continuous effort of 
us all, but still more by the spirit of friendly co-operation 
and of wide and sympathetic understanding of the realities 
of the situation in each of our three countries. These 
two things—friendly co-operation and understanding 
sympathy—are indeed a factor of very great value for the 
future development of economic and financial relations 
between the Little Entente countries and the best of all 
omens for a happy issue to this present meeting. 

“ The collaboration which exists between the various 
organisms of the Little Entente countries is not only a 
factor which gives stability to the economic bases which 
link our three friendly and allied countries, but takes on 
peculiar significance at a time when the most important 
international economic bodies—the Economic Committee 
of the League of Nations, the Union of Chambers of 
Commerce, to mention only two of them—are unanimous 
in recognising the absolute necessity of international 














151 
ECONOMIC CONDITIONS IN ROUMANIA—continued, 
co-operation if we are progressively to secure a return to 
normal conditions in the economic life of the world. 

‘ As can be seen in the resolutions passed at earlier 
meetings, the Governors of the Central Banks of the 
Little Entente countries, guided as they are, within the 
framework of a common policy, by a recognition of the 
need to get rid of, or reduce as far as possible, the obstacles 
at present existing to the free movement of goods and 
capital, agreed in the first place to avoid doing anything to 
delay that operation, and at the same time, so far as they 
could, pursue actively the policy of developing in greater 
freedom, and to greater volume, such exchange between 
their countries. 

‘““ In accordance with this policy, we are glad to be able 
to say that the evolution of the economic and financial 
situation in the Little Entente countries has gone on 
favourably and that that situation has improved, thanks 
to their own creative efforts, as well as to the wise and 
cautious financial and economic policy these countries 
have pursued. 

“ Besides, the relations between the Central Banks of 
the three countries have become much closer in the 
favourabie and friendly atmosphere that exists, and so 
they too by their co-operation have aided in the consolida- 
tion of economic and financial relations inside the Little 
Kntente. 

“These are general considerations. Bearing them in 
mind, it is, | think, incumbent upon me to give you a 
general view of the economic situation in my own country, 
which will serve as a sort of general introduction to the 
problems which you will find raised in our agenda. Asa 
country which is a producer of raw materials, Roumania 
has been able to take considerable advantage of the 
general rise in the world prices of its principal products. 
That rise in prices was a welcome support to the steady 
efforts made by those responsible for the economic life of 
the country to get rid of the abnormalities and difficulties 
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caused by the great crisis and to restore that life to health 
and strength. 

‘“Roumania’s agricultural industry and those othe: 
industries which depend upon it, have greatly benefited 
by the happy event of two consecutive successful harvests 
and satisfactory selling prices. The increase in the 
purchasing power of the agricultural classes which is in 
fact one of the principal sources of Roumania’s national 
income, in turn created increased demand for industrial 
products, which in its turn became a factor in recovery. 

‘““ Once the worst of the economic depression was over, 
Roumanian industry, after the period of re-adjustments 
and elimination of some of the difficulties which had 
harassed it was over, entered on a period of steady 
expansion. The increased activity in building, the 
constant progress made in industrialisation, the increasing 
demand for industrial products at rising prices and latterly 
the putting into execution of a State public works 
programme, gave just that impetus which was needed to 
produce that satisfactory state in which Roumanian 
industry as a whole now finds itself. The other branches 
of private enterprise, trade and transport, naturally had 
the same good fortune as agriculture and industry. 

“ The State finances which four years ago asked for our 
most earnest consideration, are now put on a solid basis 
as a result of the decisive and steady effect of a budgetary 
policy put in a genuine and complete co-relation with the 
needs of the Exchequer and the contributive capacity 
of the country. The improvement in the budget which 
was marked already in the previous year, is now stabilised 
and it can be said with some pride that the surpluses 
recorded are real surpluses and a clear proof of the healthy 
state of the national finances. 

“In the sphere of credit, a matter which concerns us 
very closely, we may note very definite progress as 
compared with the dangerous situation existing after the 
crisis. Admittedly, the organisation of the credit system 
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is not yet completed, but the progress made and the 
recovery of confidence by holders of capital are factors too 
important to be passed over in silence. Savings and 
deposits in the banks and other financial houses which fell 
considerably at the time of the banking crisis, are now 
rising again. For the first half of 1937 deposits increased 
by 1,500,000,000 lei. It may be noted, however, that, 
despite this increase in deposits the banks are very cautious 
in the matter of credit and prefer to increase their reserves. 
This cautiousness is in part the reason for the maintenance 
of relatively high interest rates and is itself the result of 
the fact that the demand for short term loans is exceeded 
by the demand for medium and long term loans, which are 
urgently and immediately needed. 

“The private banks, although the short term loan 
market is relatively easy, cannot supply these because of 
their lack of long-term capital. That is why the National 
Bank of Roumania in September of last year, in the 
programme which it drew up for the reorganisation of 
private credit and the capital market, included a proposal 
for the reformation of the system under which credit was 
legally safeguarded, a system which had been badly 
disturbed by the banking crisis. The National Bank, in 
order to safeguard private credit, also proposed measures 
for the protection and insurance of deposits and for the 
introduction of a system of proving commercial indebted- 
ness. In addition, the control of the granting of credit 
so that the main needs of our national economy could be 
met, and the harmonising of interest rates with the 
movement of capital, so as to have cheap credit, have 
been carefully studied by the Central Bank. Finally, the 
reorganisation of the internal banking system which the 
crisis had thrown into confusion, was one of the most 
serious immediate problems confronting the Bank, as was 
also the placing of investments so as to meet the needs and 
primary demands of the national economy. 

‘The Government and the National Bank, with the 
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object of removing obstacles to the development of 
business activity caused by the lack of credit, took the 
initiative in setting up a series of new bodies whose 
functions would be to furnish credit to agriculture, the 
hand-worker and the mining industry, whose needs are so 
visible, and thus to fill one of the breaches made in our 
credit system. In addition to these proofs of recovery 
may I add a word on the progress made in the sphere of 
international trade and implicitly in the monetary sphere 
as well? During the past twelve months the export trade 
has steadily increased in quantity, and also from the 
point of view of price obtainable. The increase in 
exports, already marked in the last months of 1936, was 
still more marked in the present year, as compared with 
the corresponding period in 1936. Imports did not 
increase in the same proportion, as may be seen from the 
fact that we have a favourable trade balance of 
7,000,000,000 lei, for the period January—July of this 
year. It must, however, be admitted that the existing 
clearing and payment agreements with many countries 
prevent that balance being fully used, because an impor- 
tant part of it has to be devoted to payments within thx 
various countries. 

“None the less we have been able to speed up the 
payment of State debts, part of which remained unpaid 
because of earlier difficulties of transfer. At the same time, 
we have been able to get on with a quicker liquidation of 
commercial credits in arrears. Actually, the greater part 
of these are already liquidated. While this liquidation 
was going on—and there is no doubt that this is a 
necessary preliminary to any establishment of real 
equilibrium in the balance of accounts and to restoring 
the monetary position to normality—Roumania, taking 
advantage of the situation created by the favourable 
circumstances I have mentioned, proceeded to take the 
first steps necessary to secure a freer exchange of goods. 
Naturally it was impossible—even although possibly 
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desirable—to abolish entirely imports control, because the 
abolition of all types of control, even the statistical one, 
would have had unfortunate repercussions on the ability 
to pay—already limited—on the part of a country which 
is obliged to provide, not only for the transfer of its 
debts in arrears, both public and private, but also for the 
payments due under the heading of State obligations, and 
for private payments, commercial, financial, etc. The 
discharge of these obligations which the Central Bank tries 
to make as punctual as it can, has absorbed—remember the 
extent of such obligations—a considerable part of the 
balance obtained by the exchange of goods. Nor ought it 
to be forgotten that the value of the exports forms prac- 
tically the whole of that favourable balance and that the 
existence of such a favourable balance is therefore an 
indispensable condition 1f non-commercial payments are 
to be paid, and the balance of accounts maintained. 

“At the same time, the maintenance of the quota 
system has not prevented us from increasing, since the 
beginning of 1937, both the volume and value of imports. 
This has been achieved by a system of extra quotas in 
every case where there was a possibility of making 
payments abroad. The result of this policy was an 
increase in the volume of imports from 6,740,000,000 in 
1936 to 9,700,000,000 in 1937—an increase of about 
45 per cent. It is clear then, that as a result of these 
factors which have made recovery possible, our trade 
balance and balance of payments—and therefore the 
monetary position—is at the moment much more satis- 
factory. 

“We have not yet reached a state of things such as 
would justify the complete abolition of exchange restric- 
tions, but, as our means permit, we are trying steadily 
to lessen the effect of them. The first result of a relatively 
easy position in the matter of foreign exchange was 
that we were able to adopt a policy which had as its aim 
the relaxing of existing restrictions, in being more 
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generous with provision for payments abroad, as well as 
for non-commercial payments which formerly had had to 
take second place. Besides, the market has been given 
sufficient foreign exchange to pay for imports to such an 
extent that the total for payments of all kinds made in 
the period January—July, 1937, was almost double the 
total of last vear. 

“These achievements have been rounded off by a 
piece of legislation suggested by the National Bank and 
passed last July, which gives greater freedom of move- 
ment to ail lei holdings held by foreigners. These 
holdings can now be used for any sort of payment inside 
Roumania without any restriction or control. I have 
dealt with these subjects because I wished to point out, 
not merely these improvements in the situation, but the 
capital fact that the lessening of restrictions in the 
economic and monetary spheres is the automatic result 
of the creation of the conditions necessary to that end. 
Although there is no doubt of the nature of these con- 
ditions, there is always difference of opinion regarding 
the practical method of creating them. International 
action such as has been so far taken, and which, when it 
was begun, seemed to be the beginning of an international 
process, needs time before it can ever satisfy the hopes 
which it raises. That holds good, not just because such 
action in its beginnings was not supported by certain 
uropean powers, but because the methods by which the 
recommendations made could be put into practice was 
still being studied. We must, of course recognise the 
difficulties to be overcome and also pay tribute to the 
work done in the Economic Committee of the League of 
Nations, the able investigations into monetary problems 
made by the experts of the Bank for international Settle- 
ments which constitute so valuable an aid to their 
comprehension, and last but not least, to the work of 
M. van Zeeland in his investigation of the possibilities of 
obtaining what we may call ‘economic disarmament.’ 
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Hoping as she does, for a general understanding, 
Roumania has in so far as her powers permit, done her 
best to make a contribution modest though it be to the 
solution of those problems which perplex the economic 
life of the world. We have not yet got very far and any 
further progress must needs depend on fresh improvement 
in our economic situation and that—let me emphasise 
this—does not depend on us alone. It is absolutely 
essential that the abolition of the quota system for 
industrial products be preceded by the removal of all 
those obstacles which were raised during the depression 
to the import of agricultural produce to industrial 
countries. And itis absolutely essential that the lessening 
of restrictions on the exchange of goods be preceded by the 
abolition of the clearing agreements, or at least, of their 
most harmful features, beginning with the agreements 
concluded with countries who do not in this sphere make 
use of a control system. The complete and immediate 
abolition of these agreements may encounter a resistance 
which must be overcome so far as possible by the adoption, 
if need be, as an intermediary stage of a system of less 
rigid agreements which would enable us to overcome the 
inconveniences which a rigid system has been proved to 
entail. Here the transfer agreements of the type recently 
adopted by France and Germany or that adopted by 
Belgium and Germany on the one hand, and Hungary on 
the other, will play a very useful part in enabling us to 
reach the goal we have set. 

“The National Bank of Roumania, anxious not to 
lose any chance of making progress towards a freer 
régime, recommended last August that a transfer agree- 
ment be concluded with Belgium which would secure our 
aim of acquiring that freedom of movement which is the 
indispensable condition for the removal of restrictions. 
The Bank has taken as the guiding principle of its 
exchange policy the gradual substitution of transfer for 
clearing or payment agreements whenever the immediate 
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abolition of the latter is clearly impossible. It must, of 
course, be realised that such a policy will meet with 
opposition, but that opposition we hope will finally yield 
before the evidence of our good faith in carrying out our 
obligations as well as the fact that we have funds— 
immobilised or free—in various countries with which we 
can carry them out. I still have the hope that the 
atmosphere created by the discussions now going on in 
Geneva will at least help to make that opposition less 
formidable. But it is not enough that these two condi- 
tions exist. It is also necessary that the question of 
foreign debts be permanently settled—on a basis of 
reducing the interest on them to a normal rate which 
makes payment possible. And then it is equally necessary 
that the normal movement of long-term capital and bank 
credits from countries with large reserves to countries 
needing capital, be resumed—a process which will only 
be in fact a restoration of the old pre-crisis position of 
foreign investment in the countries of Central and 
astern Europe. 

“Such a flow of capital and credit will not only 
assist in restoring equilibrium in the balance of payments 
of purchasing countries, but also in increasing the reserves 
of their Central Banks. It is obvious, too, that this would 
do much to lessen the inconveniences caused by the 
present maldistribution of gold, which is one of the 
causes of the present monetary difficulties. 

‘As a result of the abolition of the clearing agree 
ments and of the resumption of movements of capital 
followed by the ending oi the quota system, the balance 
of payments would be more easily assured and the gold 
reserves of the Central Banks so increased as to make them 
independent of monetary upheavals. Then it will be 
possible to proceed to a final currency stabilisation.”’ 
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Some New Scottish Banks 


By Professor C. H. Reilly 


NE hates to hurt national feelings especially at a 
() time when they seem to be growing everywhere 
and making the world a more uncomfortable 

place than ever in which to live. Yet glancing over the 
photographs of new Scottish banks which have been sent 
me, one cannot help the conclusion that in spite of most 
of the big banks there assuming high-sounding national 
names they do not on the whole take as much pains over 
their new branches as do their more modestly named 
English counterparts. This generalisation—always a 
dangerous thing—applies chiefly to those ground floor 
banks planted into existing buildings. In Scotland that 
seems to be done with a ruthlessness and disregard for 
the building above exceeding even the similar disregard 
to which I have so often drawn attention in English 
branches. Indeed, if I may be permitted another 
generalisation of a similarly dangerous character, Scottish 
banks as a whole carry themselves with a more swaggering 
and arrogant air than English ones. They look as if they 
desired to dominate the community rather than to serve 
it. There is a famous bank on the Mound at Edinburgh, 
for instance, with a dome and all the trappings of a town 
hall. There are classical becolumned structures, often in 
themselves very elegantly and carefully detailed, standing 
up among quiet vernacular buildings in a way which is 
nothing less than aggressive. I really feel not only from 
the present batch of photographs but from many past ones 
that there is far less care for their surroundings shown, 
and less sense of neighbourliness and service and more 
desire to dominate than there should be. Scottish towns 
are so full of character that the introduction of strange 
styles and shapes should only be indulged in very carefully 
indeed by any private concern however high sounding its 
name. One knows the proverbial and laudable care with 
which the Scots are supposed to look after their money. 
Can it be that this has given them too grandiose an idea 
of institutions designed to help them in this respect until, 
as in the United States, they begin to house these institu- 
tions in such a way that they appear to the eye veritable 
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temples of Mammon? Such assertiveness, whatever its 
cause, rarely seems to culminate in good architecture. 
A humbler attitude would, in my opinion, be more likely 
to succeed in this respect. 

Let us begin with a branch which has been remodelled 
recently and where the new work is chiefly in the interior 
and consequently, if of the nature I have been suggesting, 
would be of little concern to the town as a w hole. Asa 
matter of fact it is just the reverse, quieter and better 
than the work which preceded it. The branch is the 
St. Enoch Square one, Glasgow, of the National Bank of 
Scotland, remodelled by Messrs. Watson, Salmond and 
Gray, of that town. It is in a five storey building put up 
in 1906 by the late Mr. Alexander N. Paterson. Iam told 
with regard to the exterior, only the windows, the bronze 
doors and the nightsafe are new and these all seem quietly 
and elegantly designed and with a restraint absent from 
the original stonework. One could tell, I think, that 
the pairs of sentimental figures on either side were 
pre-war. If to-day we are a little shy at using sculpture 
at all on our buildings or when we do resort to the stark- 
ness of Mr. Epstein’s and similar work, that seems to me 
preferable to this sugar-candy stuff, meaningless any- 
where and particularly on an institution dealing with 
such a matter of fact and commonplace thing as money. 
These figures, and the messes of cornucopiz and wings 
and serpents between them, do not even suit the hard 
modelling of the original building, a fault still further 
evident in the very stuck-on carved cartouche above the 
central door. But this is flogging a dead or nearly dead 
horse. The interest is to note the difference in sentiment 
in the work of 1906 and of that of to-day and_ that 
I expect is only of interest to old fogeys like myself who 
remember very well the former era. 

The interior is a different matter. Here is a clean 
straight-forward work, which, if it has to be classical and 
traditional to suit the building it inhabits, is as unostenta- 
tiously so as possible. The plain Hopton Wood stone 
walls and piers look very well. One wishes the top- 
hamper of the counter could too have been reduced to 
something equally severe or nearly so. It and the 
furniture, especially the Chippendale shaped chairs, seem 
out of place and a little trivial in such surroundings. 
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[he niche with the elaborate coat of arms seems to me to 
be particularly well managed, its hollow curved pilasters 
choing admirably the concave curves to the ceiling 
beams. The coat of arms itself seems a little over 
emphatic and coarse in detail for such surroundings, but 
it must be admitted it makes a point of considerable 
richness and interest. 

To turn from the National to the Royal Bank of 
Scotland we have from the latter a sketch of a proposed 





Messrs. Watson, Salmond & Gra 


INTERIOR VIEW OF THE NATIONAL BANK OF SCOTLAND'S BRANCH 
.T ST. ENOCH SOUARE, GLASGOW 


branch at Kilmarnock by Messrs. Dick Peddie, Todd & 
Jamieson, of Edinburgh. One really cannot say very 
much about a building from so slight a drawing. One 
can see that it turns the difficult acute angle between two 
streets very well and that the dome will sit happily in 

such position. There are plenty of Italian precedents 
for such a treatment. Here the curved mass below it is 
well flanked by plain rectangular masses but it seems a 
pity that just beyond the latter should project, both 
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horizontally and vertically, a further mass with a large 
crouching lion as a terminal feature seen against the sky 
which must inevitably conflict with the dome. One 
cannot, of course, judge the minor detail from this 





1» Messrs. Watson, Salmond & Gray 


frHE NICHE CONTAINING THE BANK’S COAT OF ARMS AT THI 
NATIONAL BANK OF SCOTLAND, SI ENOCH SQUARE BRANCH 
GLASGOW 


sketch. One can only say it looks competent and in 
scale, as one would expect from so well-known a firm. 

The Gorgie branch in Edinburgh by the same firm of 

architects is a case of a ground floor bank being inserted 
p** 
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Messrs. Dick Peddie, Todd & Jamieson 
BANK OF SCOTLAND \1 


\ SKETCH OF THE BRANCH OF THE ROYAL 
KILMARNOC Ix 
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into an old building and bears out my remarks about 
the ruthless way in which this appears to be done in 
Scotland. Irom what we can see in the photograph of the 
old stone building above with{its rough coursed masonry 
one could not well imagine a greater contrast than 
between the new and the old work. The new is sharp 
and clean and highly finished and very competent in 
itself, except that the metal windows seem a little 
awkwardly divided, yet it is extraordinarily cruel to the 
building above. Notice how the new work ends under 
the centre of a window instead of on either side of it. 





! Messrs. Dick Peddie, Todd & Jamiesos 
THE ROYAL BANK OF SCOTLAND, GORGIE BRANCH, EDINBURGH 


It may be said that this is not the architects’ fault. I 
daresay it is not, but the fault is someone’s. Perhaps the 
building above is of no value architecturally. It certainly 
looks poor enough from what one can see of it. Still I 
maintain the bank should not make it look more foolish 
and jejeune than it really is. I suggest the right course 
in such a case is for the bank to rebuild the whole building, 
a course with which the architects are unlikely to disagree. 

lhe Clydesdale Bank has two new branches, one at 
Troon and the other at Giffnock, Renfrewshire. Both are 
by Messrs . John Baird and James Thomson, of Glasgow, 
but in my opinion neither is very fortunate. The Troon 
branch is a rather clumsy structure of much bigger scale 
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than the buildings on either side of it but with its clumsi 
ness emphasised by its own ornament, such as the curious 
horizontal balusters which serve as capitals to the 


CLYDE BAN K 
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irchitect [Messrs. John Baird & James Thon 
THE TROON BRANCH OF THE CLYDESDALE BANK 


pilasters and more still by the centre ornament on the 
parapet against the sky. This latter, which I suppose 
contains the arms and crest of the bank, is clearly much 
too small in detail for the buildings and, being placed 
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centrally, emphasises the uneven and unhappy spacing 
of the main pilasters. If one adopts a classical treatment, 
pilasters with a complete entablature over them as here, it 
is clearly unfortunate if the pilasters are not evenly 
spaced. It is more unfortunate still to call attention to 
this fundamental mistake. 

The Giffnock branch is more happy, though I confess 
at first sight it looks rather like an English public house. 
That is probably due to the corner entrance and the 
chamferring off of the building it has entailed. On closer 





{rchitect Messrs. John Baird & James Thomson 
THE CLYDESDALE BANK, GIFFNOCK BRANCH, RENFREWSHIRE 


inspection the pilasters to the ground storey, delicately 
drawn against a rusticated background, clearly show the 
building is for some better purpose, though the plain 
storey above, with its rather large windows for domestic 
purposes, still suggests the Victorian villa if not the 
Victorian public house. It is a pity, for the ground floor, 
with its imitative Italian type of design, is rather charming 
and the man who conceived it could easily have brought 
the whole building into greater harmony. His chimneys, 
for instance, are far too aggressive for the little pilasters 
below them. 
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fhe Bank of Scotland offers one villa residence, curvec 
drive and all complete, at Blackwatertoot, one indepen 


dent single storey bank at Calton, Glasgow, and fou 
branches at Stockbridge, Crosshill, Peebles and West End 


Edinburgh, where banks have been inserted into thx 
eround storey of existing buildings. I do not think wi 
need trouble about the villa residence at Blackwatertoot 
though the architect's name is given. The building ha 
clearly not been built for a bank and will never look like 


one. The Calton branch is worth a little consideration 


and of the inserted ground floors I shall choose the 





tect Mr. James T. Thom 
THE BANK OF SCOTLAND, CALTON BRANCH, GLASGOW 


Stockbridge and the Peebles ones as for various reasons 
the most interesting. 

(he Calton branch, Glasgow, is by Mr. James T. 
Thomson, of that town. It is the only bank this time at 
all approaching what one may call contemporary archi- 
tecture. That is to say for its expression it does not hark 
back to tradition. All praise to the architect therefore for 
his courage and to the bank directors too for theirs. We 
should examine it, as Wren would say, for geometrical 
rather than customary beauty, and if we can find any 
of the former we can count it as of a higher type. I think 
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we can. I think the three masses of which the building 
consists compose very well and are well proportioned 11 

themselves. I think they would appear more so if thei 
shapes were not so cut about by the contrast of black and 
white materials. Perhaps this contrast is not so strong in 
reality as it appears in the photograph. I really think 
the building would have been much better if it had all been 
white or all been black. This modern type of design too 
relying on the effect of 1ts masses should not be confused 
by the addition of any of the old linear type of design, 
such as the facade-making fluted pilasters, yet there ar 
two of the latter, one on either side of the door. Any 








1 t Mr. George Reid of Messrs. Reid & Fort 
THI BANK OF SCOTLAND, STOCKBRIDGI BRANCH, EDINBURGH 


thing that emphasises the masses such as surface texture 


or the jointing of the stonework is another matter. A 
little scribbling on the surface like the drawn letters of the 


bank’s name does no harm. The little projecting blocks 
however on either side of the word “ Bank ”’ seem to me 
wrong, Whether they are meant to be carved later on or | 
not. On the other hand the fluting of the jambs of the 
window seen on the right-hand side being behind the main 
surface seems to me quite permissible and to enhance as it 
were the quality of the mass. Altogether this is a very 
interesting little experiment and I hope the bank will give 

Mr. Thomson opportunities for carrying it further. 
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The Stockbridge branch by Mr. George Reid of 
Messrs. Reid and Forbes, of Edinburgh, is an inserted 
eround floor bank which does pay some little heed to what 
is above, at least in the placing of its solids and voids, 
whereas the Peebles branch by Messrs. J. D. Cairns and 
Ford, of Edinburgh, does not. In the latter there is no 
possible connection between the two storeys. They are not 
only different in material, texture and colour but different 
in spacing. The long upper storey is symmetrical. The 


lower one is unsymmetrical. Admittedly it is difficult to 


J. D. Cairns « 
PEEBLES BRA THE BANK OF SCOTLAND 


balance a bank and what looks like a stationer’s shop, but 
once again the bank should not have set their architects 
uch an impossible problem. They should either have 
spent more money or less, either have rebuilt the whole 
block or been content with half, but that half should have 
been complete. 

The result is a botch and unfair to Peebles. How 
the town came to pass the elevations is difficult to under- 

tand, except that town councillors probably need con- 
side rable courage to stand up to bank directors when an 
increase in poe value is clearly indicated. 








